
 
 

AUDIT REPORT 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

CITY OF CLEVELAND 
EMPOWERMENT ZONE PROGRAM 

 
CLEVELAND, OHIO 

 
2003-CH-1016 

 
APRIL 25, 2003 

 
 
 
 

OFFICE OF AUDIT, REGION V 
CHICAGO, ILLINOIS 

 



 

 
 
 
 
 
 
 
 
 
 

 
TO: Roy A. Bernardi, Assistant Secretary for Community Planning and Development, D 

       
FROM: Heath Wolfe, Regional Inspector General for Audit, Region V 
 
SUBJECT: City of Cleveland 
 Empowerment Zone Program 
 Cleveland, Ohio 
 
We completed an audit of the City of Cleveland’s Empowerment Zone Program.  The audit was 
conducted based upon our survey results and requests from Congress.  Our audit objectives were 
to determine whether the City: (1) efficiently and effectively used HUD (Section 108 Loan 
Guarantee and Economic Development Initiative Grant) funds for its Program; and (2) accurately 
reported the Program’s accomplishments to HUD.  The audit was part of our Fiscal Year 2002 
Annual Audit Plan.  The audit resulted in four findings. 
 
In accordance with HUD Handbook 2000.06 REV-3, within 60 days please provide us, for each 
recommendation without a management decision, a status report on: (1) the corrective action 
taken; (2) the proposed corrective action and the date to be completed; or (3) why action is 
considered unnecessary.  Additional status reports are required at 90 days and 120 days after 
report issuance for any recommendation without a management decision.  Also, please furnish us 
copies of any correspondence or directives issued because of the audit. 
 
Should you or your staff have any questions, please contact Brent Bowen, Senior Auditor, at (614) 
469-5737 extension 8277 or me at (312) 353-7832. 
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We completed an audit of the City of Cleveland’s Empowerment Zone Program.  Our audit 
objectives were to determine whether the City: (1) efficiently and effectively used HUD funds for 
its Program; and (2) accurately reported the Program’s accomplishments to HUD.  The audit was 
part of our Fiscal Year 2002 Annual Audit Plan.  The audit was conducted based upon our survey 
results and two requests from Congress.  The United States House of Representatives’ 
Conference Report 107-272 directed HUD’s Office of Inspector General to review the use of 
Zone funds and to report our findings to the Senate Appropriations Committee.  The United 
States Senate’s Report 107-43 also requested us to review the use of Zone funds and report our 
audit results to Congress. 
 
We concluded the City did not maintain adequate oversight of its Program.  Specifically, we 
determined: 
 

�� Controls over HUD funds were not adequate; 
�� Accomplishments were inaccurately reported; 
�� Zone residents were not benefiting from projects; and 
�� Program income was not properly managed. 

 
 
 

The City failed to maintain sufficient oversight of its HUD 
funds for its Program.  All 10 of the projects we reviewed 
incurred inappropriate or unsupported expenditures of 
HUD funds for its Program.  The City inappropriately used 
$6,891,245 of HUD funds that did not benefit the City’s 
Zone Program or were not matched with in-kind 
contributions.  The City also lacked documentation to 
support that another $4,744,824 in HUD funds paid 
benefited the City’s Zone Program.  As of November 2002, 
the City spent $22,015,883 of HUD funds for its Zone 
Program on the 10 projects. 

 
The City inaccurately reported the actual status and/or 
progress for eight of the 10 (80 percent) projects we 
reviewed from its June 30, 2001 Annual Report.  The 
City’s Report contained inaccuracies related to the eight 
projects’ progress on projected outputs, milestones, and 
sources and/or uses of Program funds. 

 
   The City used $13,207,000 of the $13,730,000 in HUD 

monies committed for its Program to fund three projects that 
have not provided benefits to Zone residents or benefited 
only 25 percent of Zone residents as of November 2002.  The 

Controls Over HUD 
Funds Were Not Adequate 

Accomplishments Were 
Inaccurately Reported 

Zone Residents Were Not 
Benefiting From Projects 
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three projects are scheduled for completion in December 
2004.  Since the three projects spent 96 percent of their HUD 
funds committed, benefits to Zone residents would be 
expected.  However, this has not occurred. 

 
The City did not follow its Economic Development 
Initiative Grant Agreement with HUD and its contract with 
Fairfax Renaissance Development Corporation to ensure 
that Program income was remitted to the City and deposited 
into its loan repayment account.  The account was 
established by the City as security for the repayment of its 
Loan Guarantee.  Fairfax Renaissance Development 
Corporation is fully funded with Initiative Grant funds from 
the City’s Program and Community Development Block 
Grant funds.  Fairfax receives fees for development 
services it performs.  Fairfax received $1,162,263 in 
development fees between 1996 and 2002. 

 
We recommend that HUD’s Assistant Secretary of 
Community Planning and Development assure that the City 
reimburses its Program for the inappropriate use of HUD 
funds and implements controls to correct the weaknesses 
cited in this report. 

 
We presented our draft audit report to the City’s Chief 
Assistant Director of Law and HUD’s staff during the audit.  
We held an exit conference with the Director of the City’s 
Department of Economic Development on March 14, 2003.  
The City disagreed that HUD funds were inappropriately 
used. 

 
We included paraphrased excerpts of the City’s comments 
with each finding (see Findings 1, 2, 3, and 4) and the 
summary of Zone projects reviewed (see Appendix B).  The 
complete text of the comments is in Appendix C with the 
exception of 10 binders and three boxes that were not 
necessary for understanding the comments.  A complete 
copy of the City’s comments plus the 10 binders and three 
boxes were provided to HUD’s Director of Renewal 
Communities/Empowerment Zones/Enterprise 
Communities Initiative. 

 
 

Recommendations 

Program Income Was Not 
Properly Managed 
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The City of Cleveland was designated as an urban Supplemental Empowerment Zone effective 
December 21, 1994.  The City was granted full Empowerment Zone status on January 31, 1998, but 
the designation did not become effective until January 1, 2000.  The objective of the Empowerment 
Zone Program is to rebuild communities in poverty stricken inner City and rural areas by 
developing and implementing strategic plans.  The plans are required to be based upon the 
following four principles: (1) creating economic opportunity for Zone residents; (2) creating 
sustainable community development; (3) building broad participation among community-based 
partners; and (4) describing a strategic vision for change in the community. 
 
The Omnibus Budget Reconciliation Act of 1993 authorized the Program.  The Reconciliation Act 
provided funding for the Program under Title 20 of the Social Security Act.  The Program was 
initially designed to provide the Empowerment Zones authorized by the Reconciliation Act with 
$250 million in tax benefits and $100 million of Social Service Block Grant funds from the 
Department of Health and Human Services.  In December 1994, HUD’s former Secretary Cisneros 
designated six urban areas as Empowerment Zones and two urban areas as Supplemental 
Empowerment Zones.  The two areas designated as Supplemental Zones were the Cities of 
Cleveland, Ohio and Los Angeles, California.  The Cities were provided funding through HUD’s 
Economic Development Initiative and Section 108 Loan Guarantee Programs.  The Taxpayer Relief 
Act of 1997 authorized the two Supplemental Zones to receive tax benefits as provided under the 
Omnibus Budget Reconciliation Act of 1993.  As of May 1, 2002, the City drew down and spent 
$21,495,777 in Initiative Grant funds. 
 
The City is a municipal corporation that is governed by a mayor and a city council.  The City’s 
fiscal year is January 1 through December 31.  The City’s Mayor is the Honorable Jane Campbell.  
During our audit, James DeRosa resigned effective February 3, 2003 as the Acting Director of the 
City’s Empowerment Zone.  Sharon Dumas is the current Acting Director of the City’s 
Empowerment Zone.  The City’s Empowerment Zone Office is located at 3634 Euclid Avenue, 
Cleveland, Ohio. 
 
 
 

Our audit objectives were to determine whether the City: 
(1) efficiently and effectively used HUD (Section 108 Loan 
Guarantee and Economic Development Initiative Grant) 
funds for its Program; and (2) accurately reported the 
Program’s accomplishments to HUD. 

 
We performed our on-site work between June and 
November 2002.  To determine whether the City efficiently 
and effectively used HUD funds for its Program and 
accurately reported the Program’s accomplishments to 
HUD, we interviewed staff from: HUD; the City; and 
administering entities of the City’s Zone projects.  Based 

Audit Scope And 
Methodology 

Audit Objectives 



Introduction  

 
2003-CH-1016 Page 2  
 

upon the projects’ reported expenditures as of April 30, 
2002, we selected 10 of the City’s 88 contracts for projects 
reported in its June 30, 2001 Annual Report.  The following 
table shows the 10 projects we reviewed. 

 
Project 

 1.   Glenville Town Center, Ltd. 
 2.   Quincy Place 
 3.   Midtown Corporate Center 
 4.   Lassi Enterprises, L.L.C. 
5.   Empowerment Zone Commercial Security 
 6.   Fairfax Renaissance Development Corporation 

Operating 
 7.   Hough Area Partners In Progress Operating 
 8.   Vocational Guidance Services’ Job Match 
 9.   Center for Employment and Training – Cleveland, Inc. 
10. IMR Global – Orion Consulting, Inc. And The Reserve 

Network Bank Teller Job Training 
 

To evaluate the City’s Zone Program, we reviewed files 
and records maintained by: the City, HUD, and the 
administering entities.  We also reviewed: 24 CFR Parts 85, 
570, and 597; Office of Management and Budget Circular 
A-87; HUD’s guidance and instructions for the Program; 
the City’s June 2001 and June 2002 Annual Reports; the 
City’s applications, agreements, and contracts; approved 
payment requests related to the projects; and the 
administering entities’ voucher payments, monitoring files, 
and supporting documentation.  We visited or met with 
representatives of the administering entities for nine of the 
10 projects included in our audit to review their 
documentation, reports, and correspondence.  We were 
unable to meet with representatives from Hough Area 
Partners In Progress since the organization ceased its 
operations. 

 
The audit covered the period of January 1, 1999 to April 
30, 2002.  This period was adjusted as necessary.  We 
conducted our audit in accordance with Generally Accepted 
Government Auditing Standards. 

 
We provided a copy of this report to the City’s Mayor and 
copies to its Director of the Empowerment Zone. 
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Controls Over HUD Funds Were Not Adequate  
 
The City of Cleveland failed to maintain sufficient oversight of its HUD funds for its 
Empowerment Zone Program.  All 10 of the projects we reviewed incurred inappropriate or 
unsupported expenditures of HUD funds for its Program.  The City inappropriately used 
$6,891,245 of HUD funds that did not benefit the City’s Program or were not matched with in-
kind contributions.  The City also lacked documentation to support that another $4,744,824 in 
HUD funds paid benefited the City’s Program.  As of November 2002, the City spent 
$22,015,883 of HUD funds on the 10 projects.  The problems occurred because the City lacked 
effective oversight and controls to assure that HUD funds for its Zone Program were used 
appropriately.  As a result, HUD funds were not used efficiently and effectively. 
 
 
 

Paragraph 1 of the Memorandum of Agreement for the City’s 
Program requires the City to comply with 24 CFR Part 597.  
Paragraph 2 requires the City to comply with 24 CFR Part 
570. 

 
Paragraph 14 of the June 5, 1996 Contract For Section 108 
Loan Guarantee Assistance for the City’s Program states the 
Contract is incorporated in and made part of the Economic 
Development Initiative Grant Agreement. 

 
Paragraph 1 of the Economic Development Initiative Grant 
Agreement, effective May 17, 1996, for the City’s Program 
states the purpose of the Grant Agreement is to set forth the 
terms and conditions under which HUD will provide Grant 
funds to the City in connection with the approved projects in 
the City’s Application.  Paragraph 4 of the Grant Agreement 
states the City’s Application is incorporated into the Grant 
Agreement.  Paragraph 5 requires the City to assure and 
accept responsibility for compliance by other entities that it 
makes Grant funds available for the projects covered by the 
Grant Agreement. 

 
Part II(C)(1) of the City’s Supplemental Empowerment Zone 
HUD 108 Loan Guarantee Program Application dated April 
26, 1995 to HUD states to be eligible as a Section 108 
Business Loan, companies must show a record of 
profitability.  Part II(C)(2) of the Application states to be 
eligible for an Acquisition and Development Revolving 
Loan, borrowers must show a record of profitability or, in the 

Federal Requirements 
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case of non-profit organizations, an ability to successfully 
manage fiduciary responsibilities. 

 
24 CFR Part 85.36(f) requires grantees to perform a cost or 
price analysis in connection with every procurement action.  
24 CFR Part 85.43(a)(2) states HUD may disallow all or part 
of the cost of an activity or action not in compliance with any 
term of an award, whether stated in a Federal statute or 
regulation, an assurance, in a State plan or application, a 
notice of award, or elsewhere. 

 
24 CFR Part 570.200(a)(5) states costs incurred must be in 
conformance with Office of Management and Budget 
Circular A-87, Cost Principles for State, Local, and Indian 
Tribal Governments.  24 CFR Part 570.502(a)(17) states 
recipients that are governmental entities will comply with 24 
CFR Part 85.43. 

 
  Office of Management and Budget Circular A-87, 

Attachment A, requires principles to be established to assure 
that Federal awards bear their fair share of costs.  Attachment 
A, paragraph C(1)(j), of the Circular states to be allowable 
under Federal awards, costs must be adequately documented.  
Paragraph C(3)(a) of the Circular’s Attachment A states a 
cost is allocable to a particular cost objective if the goods or 
services involved are chargeable or assignable to such cost 
objective in accordance with relative benefits received. 

 
   Office of Management and Budget Circular A-87, 

Attachment B, paragraph 18, states the cost of entertainment, 
including meals associated with social activities, are 
unallowable. 

 
24 CFR Part 570.203 states guidelines for selecting activities 
to assist are provided at 24 CFR Part 570.209.  The grantee 
must ensure that the appropriate level of public benefit will 
be derived pursuant to those guidelines before obligating 
funds. 

 
24 CFR Part 570.209(b) states a grantee is responsible for 
making sure that at least a minimum level of public benefit is 
obtained from the expenditure of HUD funds.  24 CFR Part 
570.209(b)(3) states an activity will be considered by HUD 
to provide insufficient public benefit and may under no 
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circumstances be assisted with HUD funds when the amount 
of HUD assistance exceeds $50,000 per full-time equivalent 
permanent job created or retained or an activity consists of 
the acquisition of land for which the specific proposed use 
has not yet been identified.  

 
24 CFR Part 597.200(e) states the Strategic Plan may not 
include any action to assist an establishment in relocating 
from outside the nominated urban area to the nominated 
urban area unless the assistance is for the establishment of a 
new branch, affiliate, or subsidiary that will not result in a 
decrease of the establishment’s employment in the area of 
original location or in any area where the existing entity 
conducts business operations and there is not reason to 
believe the new branch, affiliate, or subsidiary is being 
established with the intention of closing down the operations 
of the existing entity in the area of its original location or in 
any other area where the existing entity conducts business 
operations. 

 
  The City did not maintain adequate oversight and controls 

for all 10 projects we reviewed.  Specifically, the City 
and/or the projects’ administering entities used $6,891,245 
of HUD funds that did not benefit the City’s Program or 
were not matched with in-kind contributions.  The City and 
the projects’ administering entities lacked sufficient 
documentation to support that another $4,744,824 of HUD 
funds paid benefited the City’s Program.  The following 
table shows the amount of inappropriate and unsupported 
HUD funds for the City’s Program for the 10 projects and 
the page number where a detailed summary of each project 
is located in this report. 

 
 
 
 
 
 
 
 
 
 
 
 

Oversight Of Zone Funds 
Was Not Adequate 
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Project 

HUD Funds 
Spent as of 

November 2002

 
Inappropriate 

Expense 

 
Unsupported 

Expense 

 
Page 

Number

Quincy Place   $4,707,000  $3,965,338   $          0 49 

Midtown Corporate Center 3,000,000 277,567 2,754,996 59 

Lassi Enterprises, L.L.C. 2,000,000 2,000,000 0 66 

Empowerment Zone Commercial Security 2,000,000 0 1,954,676 71 

Fairfax Renaissance Development 
Corporation Operating 

    1,590,071    328,636     0 74 

Center For Employment Training – 
Cleveland, Inc. 

    300,000 176,100        33,300 80 

Vocational Guidance Services’ Job Match 850,936 112,388 0 84 

IMR Global – Orion Consulting Inc. And 
The Reserve Network Bank Teller Job 

Training 

85,652 25,095 0 90 

Glenville Town Center, Ltd. 6,500,000 6,121 0 44 

Hough Area Partners In Progress Operating        982,224                 0          1,852 94 

Totals $22,015,883 $6,891,245   $4,744,824  

 
The City and/or the projects’ administering entities used 
$6,891,245 of HUD funds that did not benefit the City’s 
Program or were not matched with in-kind contributions.  
For example, the City inappropriately used $3,677,000 in 
Loan Guarantee funds for its Program when it entered into 
a loan and grant agreement with Fairfax Renaissance 
Development Corporation, a non-profit corporation, for the 
Quincy Place project.  The project is categorized as a 
Section 108 Business Loan.  The City’s Supplemental 
Empowerment Zone HUD 108 Loan Guarantee Program 
Application dated April 26, 1995 to HUD does not allow 
non-profit corporations to be funded as a Section 108 
Business Loan. 

 
Furthermore, Fairfax Renaissance Development Corporation, 
the administering entity for the Quincy Place project, 
inappropriately used HUD funds from the City’s Program to 
purchase land and build an office building to provide rental 
office space in the Zone.  Fairfax maintains its offices in 11 
percent of the building and the County of Cuyahoga rents the 
remaining 89 percent of the office building’s space for its 
Family Service Center.  The County’s Family Service Center 
maintains 154 employees in the Quincy Place project.  Forty-
eight (31.2 percent) of the employees relocated from the 

Zone Funds Were 
Inappropriately Used 
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office at 1641 Payne Avenue, which is outside the Zone.  
The Interim Center Manager for the County’s Employment 
and Family Services in Fairfax said the 48 employees were 
not replaced at the office located at 1641 Payne Avenue.  The 
City entered into the contract for the Quincy Place project 
with full knowledge that the County’s Family Service Center 
was going to relocate employees from outside the Zone to the 
Zone.  Therefore, Fairfax inappropriately used $1,307,039 of 
HUD funds ($1,021,029 in Loan Guarantee funds and 
$286,010 in Initiative Grant funds) from the City’s Zone 
Program.  The City’s use of funds did not meet 24 CFR Part 
597.200(e). 

 
Fairfax Renaissance Development Corporation also 
inappropriately used $2,328 of Initiative Grant funds from 
the City’s Program to pay for entertainment expenses.  The 
expenses included $1,155 for the catering of a topping off 
ceremony and $1,173 for the catering of a groundbreaking 
ceremony.  This was contrary to paragraph 18 in 
Attachment B of Office of Management and Budget 
Circular A-87. 

 
  The City and the projects’ administering entities lacked 

sufficient documentation to support that another $4,744,824 
of HUD funds paid benefited the City’s Zone Program.  For 
example, the City executed a Loan Agreement on June 30, 
1998 with Midtown Associates, L.L.C., the administering 
entity for the Midtown Corporate Center project, for 
$3,000,000 in Loan Guarantee funds for the City’s Program.  
As of February 2003, Midtown Associates, L.L.C. made 
payments reducing the principal by $47,164.  The City 
lacked documentation to support that it performed an 
analysis to determine that a minimum level of public benefit 
would be achieved by the Midtown Corporate Center project 
as required by 24 CFR Part 570.209(b).  Specifically, the 
City did not determine whether the project’s assistance 
would exceed $50,000 per full-time equivalent, permanent 
job created or retained.  Therefore, the City was required to 
show that the project would create or retain at least 60 
($3,000,000 divided by $50,000) jobs. 

 
The June 30, 1998 Loan Agreement between the City and 
Midtown Associates, L.L.C., the administering entity of the 
Midtown Corporate Center, required Midtown to achieve 

The City Lacked Sufficient 
Documentation To Support 
The Use Of Zone Funds 
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the job creation and retention requirements by June 30, 
2001.  As of October 2002, documentation maintained by 
the City and Midtown Associates, L.L.C. showed that only 
four (6.7 percent) jobs were created or retained.  Therefore, 
Midtown used $2,754,996 (93.3 percent of $3,000,000 
minus $47,164) of Loan Guarantee funds from the City’s 
Program without creating or retaining jobs.  The former 
Acting Director of the City’s Zone said the job creation 
standard was too difficult for the Midtown Corporate 
Center project to meet because the employees who work in 
the office buildings usually need special training or college 
degrees. 

 
Office of Management and Budget Circular A-87, 
Attachment A, paragraph C(1)(j), states to be allowable 
under Federal awards, costs must be adequately 
documented. 

 
  The problem occurred because the City lacked effective 

oversight and controls to assure HUD funds for its Program 
were used appropriately.  As a result, HUD funds were not 
used efficiently and effectively. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 99 to 102, 107 to 110, 112 to 115, and 127 to 129 
contains the complete text of the comments for this 
finding.] 

 
The Office of Inspector General’s findings severely limits 
the Congressional intent and implementation of HUD’s 
Program.  The City takes exception to the Office of 
Inspector General’s broad and overreaching conclusions in 
the report that indicate the City’s use of HUD funds did not 
benefit the City’s Program. 

 
Ineligible costs are subject to modification based upon a 
future decision by HUD and the City providing additional 
supporting documentation.  The Office of Inspector General 
cannot make a conclusion on the eligibility of costs based 
on the definition of ineligible costs in footnote 1 in 

Auditee Comments 
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Appendix A.  Therefore, the City requests that footnote 1 in 
Appendix A by rewritten to state: 

 
The costs are not supported by adequate 
documentation or there is a need for a legal or 
administrative determination on the eligibility of the 
cost.  Ineligible cost requires a future decision by 
HUD program officials.  This decision, in addition 
to obtaining supporting documentation, might 
involve a legal interpretation or clarification of 
Departmental policies and procedures. 

 
The City disagrees that it failed to maintain sufficient 
oversight of HUD funds for its Program, inappropriately 
used HUD funds that did not benefit the City’s Zone 
Program, and lacked documentation to support that 
$4,850,646 in HUD funds paid benefited the City’s Zone 
Program. 

 
 The City’s Supplemental Zone HUD 108 Loan Guarantee 

Program Application dated April 26, 1995, the City’s June 
5, 1996 Contract For Section 108 Loan Guarantee 
Assistance, and Federal regulations allow Loan Guarantee 
funds to be used for community development and by non-
profit entities.  The City’s Loan Application does not 
specifically state that projects funded as Section 108 
Business Loans must be for-profit entities.  Part II, 
paragraph 15(a), of the Contract for Loan Assistance states 
guaranteed loan funds shall be used by the Borrower to 
assist for-profit businesses, community-based development 
organizations, and non-profit organizations as sub-
recipients in carrying out economic development activities 
and projects as authorized under 24 CFR Part 570.703(i). 

 
 The Office of Inspector General incorrectly used a 

requirement that does not exist in the City’s Loan 
Application and Contract For Loan Assistance.  Part 
II(C)(2) of the application states to be eligible as an 
Acquisition and Development Revolving Loan, borrowers 
must show a record of profitability or, in the case of non-
profit organizations, an ability to successfully manage 
fiduciary responsibilities. 
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 The Office of Inspector General inappropriately only uses 
24 CFR Part 570.203(b) in its evaluation of the Quincy 
Place project.  24 CFR Part 570.703(i)(1) states Loan 
Guarantee funds may be used for economic development 
activities eligible under 24 CFR Part 570.203.  The Office 
of Inspector General failed to include 24 CFR Part 
570.203(a) in its analysis of the project.  24 CFR Part 
570.203(a) states a recipient may use Loan Guarantee funds 
for special economic development activities carried out by 
non-profit sub-recipients. 

 
 The language contained in the Federal requirements and the 

City’s Contract for Loan Assistance support the City 
making loans to non-profit entities.  Therefore, it appears 
the Office of Inspector General misinterpreted the City’s 
ability to loan monies to non-profits. 

 
 The City believes Fairfax Renaissance Development 

Corporation, the administering entity for the Quincy Place 
project, appropriately used HUD funds from the City’s 
Program to purchase land and build an office building to 
provide rental office space in the Zone.  The Office of 
Inspector General’s concern is that the project reduced the 
County of Cuyahoga’s employment outside the Zone when 
the County relocated its Family Service Center to the 
Quincy Place project. 

 
The Office of Inspector General admitted that it never 
conducted an employment analysis to determine whether 
the County’s employment outside the Zone decreased as 
result of the relocation of the County’s Family Service 
Center.  The Office of Inspector General did not 
demonstrate that the relocation of the Family Service 
Center reduced the County’s employment at the original 
location or outside the Zone. 
 
24 CFR Part 597 is not applicable to the City’s Program.  
Therefore, the Office of Inspector General inappropriately 
applied the requirements of 24 CFR Part 597.200(e) to the 
Quincy Place project. 

 
Fairfax Renaissance Development Corporation did not 
inappropriately use $2,328 of Initiative Grant funds from 
the City’s Program to pay for entertainment expenses for 
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catering of a topping off ceremony and groundbreaking 
ceremony.  The events were organized to promote the 
opening of a new community service facility for Zone 
residents.  The events are allowable under Office of 
Management and Budget Circular A-87, Attachment B, 
paragraph 2.  Therefore, the Office of Inspector General 
incorrectly applied Attachment B, paragraph 18, of the 
Circular. 

 
The City requests the Office of Inspector General remove 
from the finding that Fairfax Renaissance Development 
Corporation inappropriately used HUD funds. 

 
The City adequately planned for the Midtown Corporate 
Center project.  The project achieved the mandatory public 
benefit criteria established by 24 CFR Part 570. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit and 
may under no circumstances be assisted with HUD funds 
when the amount of HUD assistance exceeds $50,000 per 
full-time equivalent permanent job created or retained or 
$1,000 per low and moderate-income person which goods or 
services are provided by the activity.  The projects met the 
public benefit criteria for goods or services to low and 
moderate-income persons. 

 
The City requests the Office of Inspector General removes 
or reduces the recommendations in the finding based on the 
documentation provided by the City. 
 
The City will implement steps to more fully assure: an 
efficient and effective Program; subrecipients use HUD 
funds appropriately and to benefit the Zone; the Zone 
complies with all applicable laws and regulations; resources 
are properly safeguarded; and the City understands, 
follows, and/or amends its Initiative Grant Agreement 
effective May 17, 1996 for its Program and its contract with 
subrecipients, where appropriate. 

 
The City hired an outside consultant to review and analyze 
the Program’s processes and controls to make any 
necessary recommendations. 
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The City did not maintain adequate oversight and controls 
for all 10 projects we reviewed, inappropriately used 
$6,891,245 in HUD funds that did not benefit the City’s 
Program, and lacked documentation to support that 
$4,744,824 in HUD funds paid benefited the City’s Zone 
Program. 

 
Our findings are based on criteria contained in Federal 
requirements, the City’s contracts with the projects’ 
administering entities, and the administering entities’ 
policies.  If the City’s use of HUD funds does not meet the 
applicable requirements, then the use of funds does not 
benefit the City’s Program as established. 

 
Ineligible costs are costs charged to a HUD-financed or 
insured program or activity that the auditor believes are not 
allowable by law, contract, or Federal, State, or local 
policies or regulations.  Therefore, there is no need to 
change footnote 1 in Appendix A. 

 
 We agree that the City’s Supplemental Zone HUD 108 

Loan Guarantee Program Application, the City’s June 5, 
1996 Contract For Loan Guarantee Assistance, and Federal 
regulations allow Loan Guarantee funds to be used for 
community development and by non-profit entities.  We 
also agree that Part II, paragraph 15(a), of the Contract for 
Loan Assistance states guaranteed loan funds shall be used 
by the Borrower to assist for-profit businesses, community-
based development organizations, and non-profit 
organizations as sub-recipients in carrying out economic 
development activities and projects as authorized under 24 
CFR Part 570.703(i). 

 
 We mistakenly used a document the former Acting Director 

of the City’s Zone indicated was part of the City’s 
application to HUD for the Program.  We only used 24 
CFR Part 570.203(b), because the document provided by 
the former Acting Director stated projects funded as 
Section 108 Business Loans must be eligible under 24 CFR 
Part 570.203(b) as direct assistance to for-profit entities. 

 

OIG Evaluation Of 
Auditee Comments 
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 Therefore, we adjusted our report by including the City’s 
application to HUD for the Program requires that projects 
funded as Section 108 Business Loans must be eligible 
under 24 CFR Part 570.203(b) as direct assistance to for-
profit entities and included Part II(C)(1) and (2) of the City 
of Cleveland Supplemental Zone HUD 108 Loan Guarantee 
Program Application dated April 26, 1995 to HUD for the 
Program.  Part II(C)(1) of the City’s Loan Application 
states to be eligible as a Section 108 Business Loan, 
companies must show a record of profitability.  Part 
II(C)(2) of the application states to be eligible as an 
Acquisition and Development Revolving Loan, borrowers 
must show a record of profitability or, in the case of non-
profit organizations, an ability to successfully manage 
fiduciary responsibilities.  Therefore, since the City did not 
include that a non-profit organization was eligible for a 
Section 108 Business Loan as did for an Acquisition and 
Development Revolving Loan, non-profit corporations are 
not eligible for a Section 108 Business Loan. 

 
 We adjusted our audit report by removing that the City 

inappropriately used $1,030,000 in Initiative Grant funds 
for its Program when it entered into a loan and grant 
agreement with Fairfax Renaissance Development 
Corporation, a non-profit corporation, for the Quincy Place 
project.  Therefore, the City inappropriately used 
$3,677,000 in Loan Guarantee funds for its Zone Program 
when it entered into the loan and grant agreement. 

 
 Fairfax Renaissance Development Corporation, the 

administering entity for the Quincy Place project, 
inappropriately used HUD funds from the City’s Program 
to purchase land and build an office building to provide 
rental office space in the Zone. 

 
 We adjusted our audit report to state that 48 (31.2 percent) 

of the employees relocated from the office at 1641 Payne 
Avenue, which is outside the Zone.  The Interim Center 
Manager for the County’s Employment and Family 
Services in Fairfax said the 48 employees were not replaced 
at the office located at 1641 Payne Avenue. 

 
We said in our exit conference with the City that we never 
conducted employment analysis to determine whether the 
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County’s total employment outside the Zone decreased as a 
result of the relocation of the County’s Family Service 
Center.  The Interim Center Manager for the County’s 
Employment and Family Services in Fairfax said the 48 
employees were not replaced at the office located at 1641 
Payne Avenue.  24 CFR Part 597.200(e) states the Strategic 
Plan may not include any action to assist an establishment 
in relocating from outside the nominated urban area to the 
nominated urban area unless the assistance is for the 
establishment of a new branch, affiliate, or subsidiary that 
will not result in a decrease of the establishment’s 
employment in the area of original location or in any area 
where the existing entity conducts business operations and 
there is not reason to believe the new branch, affiliate, or 
subsidiary is being established with the intention of closing 
down the operations of the existing entity in the area of its 
original location or in any other area where the existing 
entity conducts business operations.  Therefore, we were 
not required to determine whether the County’s total 
employment outside the Zone decreased as a result of the 
relocation of the County’s Family Service Center. 

 
Paragraph 1 of the Memorandum of Agreement for the 
City’s Program requires the City to comply with 24 CFR 
Part 597.  Therefore, we appropriately apply the 
requirements of 24 CFR Part 597.200(e) to the Quincy 
Place project. 

 
The City did not provide documentation that the catering of 
a topping off ceremony and groundbreaking ceremony were 
either advertising or public relations expenses.  Therefore, 
Fairfax Renaissance Development Corporation 
inappropriately used $2,328 of Initiative Grant funds from 
the City’s Zone Program to pay for entertainment expenses 
for catering of a topping off ceremony and groundbreaking 
ceremony. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit 
and may under no circumstances be assisted with HUD 
funds when the amount of HUD assistance exceeds $50,000 
per full-time equivalent permanent job created or retained. 
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The City’s Implementation Plan for the HUD 108 Real 
Estate Loan Program, which includes the Midtown 
Corporate Center project, is contained in the City’s June 30, 
2001 Annual Report to HUD.  The Report shows that the 
baseline for the project is the revitalization of distressed 
urban neighborhoods by offering loan and grant incentives 
to Zone businesses while creating job opportunity for 
residents.  A milestone of the Implementation Plan is that 
the Zone will create and retain 1,500 jobs for Zone 
residents by providing low interest loans and grants to 250 
businesses utilizing the One Stop Career Center and other 
labor force partners.  Furthermore, one of the outputs of the 
Implementation Plan is to create or retain 1,500 Zone jobs 
from loans.  The Implementation Plan does not refer to 
providing goods or services to individuals. 

 
Furthermore, the former Acting Director for the City’s 
Zone said on December 19, 2002 that the Midtown 
Corporate Center project must meet the public benefit 
criteria for job creation and retention. 

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Midtown Corporate 
Center project as required by 24 CFR Part 570.209(b).  
Specifically, the City did not determine whether the 
project’s assistance would exceed $50,000 per full-time 
equivalent, permanent job created or retained.  Therefore, 
the City was required to show that the project would create 
or retain at least 60 ($3,000,000 divided by $50,000) jobs. 

 
The June 30, 1998 Loan Agreement between the City and 
Midtown Associates, L.L.C., the administering entity of the 
Midtown Corporate Center, required Midtown to achieve 
the job creation and retention requirements by June 30, 
2001.  As of October 2002, documentation maintained by 
the City and Midtown Associates, L.L.C. showed that only 
four (6.7 percent) jobs were created or retained.  Therefore, 
Midtown used $2,754,996 (93.3 percent of $3,000,000 
minus $47,164) of Loan Guarantee funds from the City’s 
Zone Program without creating or retaining jobs. 

 
The City’s hiring of an outside consultant to review and 
analyze the Program’s processes and controls to make any 
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necessary recommendations should benefit the City’s 
Program. 

 
The City needs to reimburse its Program $6,901,750 from 
non-Federal funds for the inappropriate use of HUD funds 
for its Zone Program cited in this finding.  The City also 
needs to provide documentation to support that the 
projects’ administering entities used $4,744,824 of HUD 
funds to benefit the City’s Program.  If adequate 
documentation cannot be provided, then the City should 
reimburse its Program from non-Federal funds for the 
appropriate amount. 
The City needs to provide documentation to support that it 
performed an analysis to determine a minimum level of 
public benefit would be achieved by the Quincy Place, 
Midtown Corporate Center, Lassi Enterprises, L.L.C., and 
Glenville Town Center, Ltd. projects.  If adequate 
documentation cannot be provided, then the City should 
reimburse its Program from non-Federal funds for the 
appropriate amount. 

 
The City needs to implement procedures and controls to 
ensure that HUD funds for its Program are used efficiently 
and effectively. 

 
The City needs to implement procedures and controls to 
ensure that an analysis to determine that a minimum level 
of public benefit would be achieved by Section 108 
Business Loan and 108/Economic Development Initiative 
Acquisition and Development Loan projects funded with 
HUD funds from its Program. 

 
The City needs to require the projects’ administering 
entities to maintain documentation to support that HUD 
funds from its Program are used in accordance with Zone 
Program requirements. 

 
 
 
  We recommend that HUD’s Assistant Secretary for 

Community Planning and Development assure the City of 
Cleveland: 

 

Recommendations 
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1A.  Reimburses its Program $6,891,245 from non-
Federal funds for the inappropriate use of HUD 
funds for its Program cited in this finding.  

 
1B. Provides documentation to support that Midtown 

Associates, L.L.C. ($2,754,996), Uptown Cleveland 
Security Corporation ($1,954,676), Center for 
Employment Training – Cleveland, Inc. ($33,300), 
and Hough Area Partners in Progress ($1,852) used 
$4,744,824 of HUD funds to benefit the City’s 
Program.  If adequate documentation cannot be 
provided, then the City should reimburse its Program 
from non-Federal funds for the appropriate amount. 

 
1C.  Provides documentation to support the City 

performed an analysis to determine that a minimum 
level of public benefit would be achieved by the 
Quincy Place, Midtown Corporate Center, Lassi 
Enterprises, and Glenville Town Center projects.  If 
adequate documentation cannot be provided, then 
the City should reimburse its Program from non-
Federal funds for the appropriate amount. 

 
1D.  Implements procedures and controls to ensure that 

HUD funds for its Program are used efficiently and 
effectively. 

 
1E.  Implements procedures and controls to ensure that 

an analysis to determine that a minimum level of 
public benefit would be achieved by Section 108 
Business Loan and 108/Economic Development 
Initiative Acquisition and Development Loan 
projects funded with HUD funds from its Program. 

 
1F. Requires the projects’ administering entities to 

maintain documentation to support that HUD funds 
from its Program are used in accordance with Zone 
Program requirements. 

 
  We recommend that HUD’s Assistant Secretary for 

Community Planning and Development: 
 
  1G.  Ensures the Quincy Place, Lassi Enterprises, L.L.C., 

and Glenville Town Center, Ltd. projects meet the 
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public benefit criteria by December 31, 2004.  If 
HUD determines that the projects did not meet the 
public benefit criteria, then HUD should require the 
City to reimburse its Program the applicable amount 
from non-Federal funds. 
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Accomplishments Were Inaccurately Reported 
 
The City of Cleveland inaccurately reported the actual status and/or progress for eight of the 10 
projects (80 percent) we reviewed from its June 30, 2001 Annual Report.  The City’s Report 
contained inaccuracies related to the eight projects’ progress on projected outputs, milestones, 
and sources and/or uses of Program funds.  The problems occurred because the City failed to 
maintain adequate controls over its Annual Report submitted to HUD.  As a result, the City 
inaccurately reported the accomplishments of its Program to HUD. 
 
 
 

Paragraph 5 of the Memorandum of Agreement for the City’s 
Program requires the City to submit reports to HUD on the 
progress made in carrying out activities specified in the 
Strategic Plan in accordance with 24 CFR Part 597.400. 

 
  24 CFR Part 597.400 requires Empowerment Zones to 

submit periodic reports to HUD identifying actions taken in 
accordance with the Strategic Plan. 

 
  Page 2 of the Empowerment Zone and Enterprise 

Community Initiative Performance Measurement System 
guidance issued in April 2001 states that HUD is 
congressionally mandated to obtain performance reports 
from the Empowerment Zones.  To accomplish this 
objective, the Zones are to report projects and progress via 
HUD’s Performance Measurement System.  The 
Empowerment Zones are required to submit an Annual 
Report that includes information on their progress for the 
projected outputs, milestones, and funding in the Zones’ 
Implementation Plans.  Page 12 requires that sources and 
uses of funds reflect the total projected monies over the life 
of the project.  Page 16 of the Performance Measurement 
System guidance states outputs are the results immediately 
created upon implementation of a project or program. 

 
The City inaccurately reported the actual status and/or 
progress for eight of the 10 projects (80 percent) we 
reviewed from its June 30, 2001 Annual Report.  The 
City’s June 2001 Annual Report contained inaccuracies 
related to the eight projects’ progress on projected outputs, 
milestones, and sources and/or uses of Program funds.  The 
following table shows the inaccurate reporting by category 

Accomplishments Were 
Inaccurately Reported 

Federal Requirements Federal Requirements  
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for the eight projects and the page number in this report 
where a detailed summary for each project is located. 

 
 
 
 

Project 

 
 
 

Outputs 

 
 
 

Milestones 

Source(s) 
and/or 

Use(s) of 
Funds 

 
 

Page 
Number

Glenville Town Center, Ltd. X X X 44 

Quincy Place X X X 49 

Midtown Corporate Center X X X 59 

Fairfax Renaissance Development 
Corporation Operating 

X X X 74 

Center for Employment Training – 
Cleveland, Inc. 

X X X 80 

Vocational Guidance Services’ Job Match X X X 84 

IMR Global – Orion Consulting, Inc And 
The Reserve Bank Teller Job Training 

X X X 90 

Hough Area Partners In Progress Operating X X X 94 

Totals 8 8 8  
 

The City inaccurately reported eight projects’ outputs.  
Outputs are the results immediately created upon 
completion of a project.  For example, the City reported in 
its June 30, 2001 Annual Report for an output that 1,097 
Zone resident jobs were created or retained by its HUD 108 
Real Estate Loan Program projects.  The City provided a 
schedule as support for the Zone resident jobs created or 
retained without supporting documentation.  The schedule 
showed that 1,577 and 171 Zone resident jobs were created 
or retained from projects in its HUD 108 Real Estate Loan 
Program and by the Quincy Place project, respectively.  
Documentation maintained by the City and Fairfax 
Renaissance Development Corporation showed that no 
Zone resident jobs were created or retained as of June 30, 
2001.  

 
 The City inaccurately reported eight projects’ milestones.  

Milestones are the major steps taken to implement a 
project.  For example, the City inaccurately reported the 
actual progress for The Center for Employment Training – 
Cleveland, Inc. project’s milestone in its June 30, 2001 
Annual Report.  The City reported the project was 50 

The City Inaccurately 
Reported Projects’ Outputs 

The City Inaccurately 
Reported Projects’ 
Milestones 
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percent complete as of June 30, 2001 in providing skill 
training and job placement for 2,000 Zone residents in the 
fields of welding, precision metals, shipping/receiving, and 
printing.  Documentation maintained by the Center for 
Employment Training – Cleveland, Inc. showed that the 
milestone was only eight percent complete as of June 2001. 

 
The City inaccurately reported eight projects’ sources 
and/or uses of Program funds.  Funds are the total projected 
monies over the life of a project.  For example, the City 
reported in its June 30, 2001 Annual Report that Vocational 
Guidance Services’ Job Match project used $16,128,690.  
Documentation maintained by the City showed the project 
used only $2,728,750 as of June 30, 2001. 

 
 The inaccurate reporting occurred because the City did not 

verify the accuracy of the information included in the City’s 
June 2001 Annual Report and the validity of the 
information maintained by the projects’ administering 
entities.  The City also could not provide adequate 
supporting documentation for information included in the 
2001 Report.  As a result, the City inaccurately reported the 
accomplishments of its Program to HUD. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 98, 99, 102, 103, 121, 125, and 136, contains the 
complete text of the comments for this finding.] 

 
 To the best of the City’s knowledge, it accurately reported 

the information for the Vocational Guidance Services’ Job 
Match project in its June 2001 Annual Report. 

 
 The City concurs that it can make improvements in its 

Annual Reports to HUD.  The City prepared its June 30, 
2001 Annual Report according to HUD’s recommendation. 

 
 The City corrected the reporting format for its June 30, 

2002 Annual Report.  The City is currently gathering the 
appropriate information for future reporting. 

 

The City Inaccurately 
Reported Projects’ Sources 
And Uses of Funds 

The City Did Not Verify 
Annual Reports Submitted 
To HUD 

Auditee Comments 
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 The City hired an outside consultant to review the 
Program’s processes and controls to make any necessary 
recommendations and to assure that the City’s Program 
continues to operate efficiently, effectively, and in full 
compliance with requirements.  The City will implement 
procedures and controls to verify the accuracy of 
information in its Annual Reports to HUD and ensure that 
the staff responsible for preparing the Annual Report use 
actual verified accomplishments for each project in the 
Annual Report. 

 
The City will implement steps to more fully assure: an 
efficient and effective Program; data included in the Annual 
Report is valid and reliable; and the Zone complies with all 
applicable laws and regulations. 

 
 
 

The City did not provide documentation to support that it 
accurately reported the information for the Vocational 
Guidance Services’ Job Match project in its June 2001 
Annual Report.  Our audit work started in June 2002.  
Therefore, we based our review on the City’s June 30, 2001 
Annual Report which was the latest Report submitted to 
HUD. 

 
The City’s hiring of an outside consultant to review and 
analyze the Program’s processes and controls to make any 
necessary recommendations and to assure that the City’s 
Program continues to operate efficiently, effectively, and in 
full compliance with requirements should benefit the City’s 
reporting of its Program’s accomplishments. 

 
The City needs to implement procedures and controls to 
verify the accuracy of information submitted to HUD for 
the City’s Program. 

 
The City needs to ensure that staff responsible for preparing 
its Annual Report for HUD uses the actual verified 
accomplishments to report each project. 

 
 
 
 

OIG Evaluation Of 
Auditee Comments 
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We recommend that HUD’s Assistant Secretary for 
Community Planning and Development assure the City of 
Cleveland: 

 
2A.  Implements procedures and controls to verify the 

accuracy of information submitted to HUD for the 
City’s Program. 

 
2B. Ensures that staff responsible for preparing its 

Annual Report for HUD uses the actual verified 
accomplishments to report each project. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendations 
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Zone Residents Were Not Benefiting From 
Projects 

 
The City of Cleveland used $13,207,000 of the $13,730,000 in HUD monies committed for its 
Program to fund three projects that have not provided benefits to Zone residents or benefited only 
25 percent of Zone residents as of November 2002.  The three projects are scheduled for 
completion in December 2004.  Since the three projects spent 96 percent of their HUD funds 
committed for the City’s Zone Program, benefits to Zone residents would be expected.  However, 
this has not occurred.  The problem occurred because the City did not ensure that its Zone contracts 
for the Quincy Place and Glenville Town Center, Ltd. projects required the projects to create or 
retain jobs that will be predominantly held by Zone residents and that the Zone contract for Lassi 
Enterprises, L.L.C. required the majority of the jobs created or retained by the project to be held by 
Zone residents.  We believe the City’s use of HUD funds for the three projects does not meet its 
Initiative Grant Agreement.  However, HUD must make a determination whether the City’s use of 
HUD funds for its Zone Program was appropriate. 
 
 
 
  Paragraph 13(3)(b) of the Economic Development Initiative 

Grant Agreement, effective May 17, 1996, for the City’s 
Program states jobs created or retained by projects funded 
as Section 108 Business Loans will be predominantly held 
by residents of the Zone.  Paragraph 13(3)(c) states a 
majority of the jobs created or retained by projects’ funded 
as 108/Economic Development Initiative Acquisition and 
Development Loans for businesses will be held by Zone 
residents. 

 
The City provided HUD monies for its Program to fund three 
projects that have not provided benefits to Zone residents or 
benefited only 25 percent of Zone residents as of November 
2002.  We believe the City’s use of HUD funds from its 
Zone Program for the Quincy Place and Glenville Town 
Center, Ltd. projects does not meet its Initiative Grant 
Agreement requiring that jobs created or retained by projects 
funded as Section 108 Business Loans will be predominantly 
held by Zone residents.  We believe the City’s use of HUD 
funds for the Lassi Enterprises, L.L.C. project does not meet 
its Initiative Grant Agreement requiring that a majority of the 
jobs created or retained by projects’ funded as 108/Economic 
Development Initiative Acquisition and Development Loans 
for businesses will be held by Zone residents. 

Zone Residents Were Not 
Benefiting From Projects 

Federal Requirement 
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  Based upon supporting documentation provided by the City 
and/or the projects’ administering entities, the following 
table shows for each of the three projects as of October 
2002: the actual start date; the projected completion date; 
HUD funds committed; HUD funds spent; total number of 
individuals served; actual number of Zone residents served; 
and the percentage of Zone residents served. 

 
 
 
 
 
 

Project 

 
 
 

Actual 
Start 
Date 

 
 
 

Projected 
Completion 

Date 

 
 

 
HUD Funds 
Committed 
To Project 

 
 
 
HUD Funds 

Spent On 
Project 

Total 
Number 
Of Jobs 
Created 

Or 
Retained

Number Of 
Zone 

Resident 
Jobs 

Created Or 
Retained 

Percentage 
Of Zone 

Residents 
Jobs 

Created Or 
Retained 

Quincy Place 2/1/99 12/31/04 $5,230,000 $4,707,000 0 0 0 

Lassi Enterprises, 
L.L.C. 

11/14/01 12/31/04 2,000,000 2,000,000 0 0 0 

Glenville Town 
Center, Ltd. 

5/1/98 12/31/04 6,500,000 $6,500,000 44 11 25 

Totals   $13,730,000 $13,207,000    
 

The City executed contracts between May 29, 1998 and 
November 14, 2001 with the three projects’ administering 
entities.  None of the contracts required the projects to create 
or retain jobs predominantly held by Zone residents or 
required the majority of the jobs created or retained by the 
projects to be held by Zone residents.  Additionally, the 
City’s Initiative Grant Agreement does not provide a 
definition for predominantly held by Zone residents.  
Therefore, HUD must make a determination whether the 
City’s use of HUD funds from its Program for the three 
projects was appropriate. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 98, 99, 103, 104, and 137 to 139, contains the 
complete text of the comments for this finding.] 

 
 The City believes that each of the Program projects has 

individually and collectively provided substantial benefits 
to Zone residents. 

Auditee Comments 
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24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit and 
may under no circumstances be assisted with HUD funds 
when the amount of HUD assistance exceeds $50,000 per 
full-time equivalent permanent job created or retained or 
$1,000 per low- and moderate-income person which goods 
or services are provided by the activity.  The projects met the 
public benefit criteria for goods or services to low- and 
moderate-income persons. 

 
 The Quincy Place and Glenville Town Center, Ltd. projects 

satisfied the public benefit criteria based on the provision of 
goods and services.  The Lassi Enterprises, L.L.C. project 
has not been placed in productive service.  Therefore, the 
City requests the Office of Inspector General removes its 
recommendations from the finding. 

 
The City will implement steps to more fully assure: an 
efficient and effective Program; subrecipients use HUD 
funds appropriately and to benefit the Zone; the Zone 
complies with all applicable laws and regulations; and 
resources are properly safeguarded. 

 
 
 

The City provided HUD monies for its Program to fund 
three projects that have not provided benefits to Zone 
residents or benefited only 25 percent of Zone residents as 
of November 2002.  We believe the City’s use of HUD 
funds from its Zone Program for the Quincy Place and 
Glenville Town Center, Ltd. projects does not meet its 
Initiative Grant Agreement requiring that jobs created or 
retained by projects funded as Section 108 Business Loans 
will be predominantly held by Zone residents.  We believe 
the City’s use of HUD funds from its Zone Program for the 
Lassi Enterprises, L.L.C. project does not meet its Initiative 
Grant Agreement requiring that a majority of the jobs 
created or retained by projects’ funded as 108/Economic 
Development Initiative Acquisition and Development 
Loans for businesses will be Zone residents. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit 
and may under no circumstances be assisted with HUD 

OIG Evaluation Of 
Auditee Comments 
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funds when the amount of HUD assistance exceeds $50,000 
per full-time equivalent permanent job created or retained. 

 
The City’s Implementation Plan for the HUD 108 Real 
Estate Loan Program, which includes the Quincy Place and 
Glenville Town Center, Ltd. projects, is contained in the 
City’s June 30, 2001 Annual Report to HUD.  It states that 
the baseline for the project is the revitalization of distressed 
urban neighborhoods by offering loan and grant incentives 
to Zone businesses while creating job opportunity for 
residents.  A milestone of the Implementation Plan is the 
Zone will create and retain 1,500 jobs for Zone residents by 
providing low interest loans and grants to 250 businesses 
utilizing the One Stop Career Center and other labor force 
partners.  Furthermore, one of the outputs of the 
Implementation Plan is to create or retain 1,500 Zone jobs 
from loans.  The Implementation Plan does not refer to 
providing goods or services to individuals. 

 
The City’s Implementation Plan for the Acquisition and 
Development Loan Program, which includes the Lassi 
Enterprises, Inc. project, is contained in the City’s June 30, 
2002 Annual Report to HUD.  One of the outputs of the 
Implementation Plan is to create or retain 200 Zone jobs 
from loans.  The Implementation Plan does not refer to 
providing goods or services to individuals. 

 
Furthermore, the former Acting Director for the City’s 
Zone said on December 19, 2002 that the Quincy Place, 
Lassi Enterprises, Inc., and Glenville Town Center, Ltd. 
projects must meet the public benefit criteria for job 
creation and retention. 

 
The City needs to implement procedures and controls to 
ensure that Zone contracts meet the City’s Program 
requirements regarding job creation and retention to Zone 
residents. 

 
The City needs to amend the contract for the Lassi 
Enterprises, L.L.C. project cited in this finding to include 
requirements regarding job creation and retention to Zone 
residents. 
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We recommend that HUD’s Assistant Secretary for 
Community Planning and Development assure the City of 
Cleveland: 

 
3A. Implements procedures and controls to ensure Zone 

contracts meet the City’s Program requirements 
regarding job creation and retention to Zone 
residents. 

 
3B. Amends the contract for the Lassi Enterprises, L.L.C. 

project cited in this finding to include requirements 
regarding job creation and retention to Zone 
residents. 

 
  We recommend that HUD’s Assistant Secretary for 

Community Planning and Development: 
 
  3C.  Ensures the three projects cited in this finding create 

or retain jobs predominantly held by Zone residents 
as required by the City’s Initiative Grant 
Agreement.  If HUD determines that the projects do 
not create or retain jobs predominantly held by Zone 
residents, then HUD should require the City to 
reimburse its Program the applicable amount from 
non-Federal funds. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendations 
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Program Income Was Not Properly Managed 
 
The City of Cleveland did not follow its Economic Development Initiative Grant Agreement and 
its contract with Fairfax Renaissance Development Corporation to ensure that Empowerment 
Zone Program income was remitted to the City and deposited into a loan repayment account 
established by the City as security for the repayment of its Loan Guarantee.  Fairfax Renaissance 
Development Corporation is fully funded with Initiative Grant funds from the City’s Program 
and Community Development Block Grant funds.  Fairfax receives fees for development services 
it performs.  Fairfax received $1,162,263 in development fees between 1996 and 2002.  Fairfax 
did not remit any of the development fees to the City.  The City lacked procedures and controls to 
ensure Program income earned by Fairfax Renaissance Development Corporation was remitted 
to the City and deposited into its loan repayment account.  As a result, fewer funds are available to 
the City as security for the repayment of its Loan Guarantee. 
 
 
 

Paragraph 2 of the Memorandum of Agreement for the City’s 
Program requires the City to comply with 24 CFR Part 570. 

 
Paragraph 6 of the Economic Development Initiative Grant 
Agreement, effective May 17, 1996, for the City’s Program 
states program income constitutes security for the repayment 
of the Section 108 Guarantee and will be deposited into a 
loan repayment account established by the City. 

 
24 CFR Part 570.500(a) defines program income as gross 
income received by the recipient or a subrecipient directly 
generated from the use of HUD funds. 

 
Section 4.10 of the February 7, 1996 contract between the 
City and Fairfax Renaissance Development Corporation 
states program income includes income from service fees.  
Section 4.10 also states project income earned during the 
project period will be retained by the City in accordance with 
the Initiative Grant Agreement. 

 
Fairfax Renaissance Development Corporation is fully 
funded with Initiative Grant funds from the City’s Program 
and Community Development Block Grant funds.  Fairfax 
receives fees for development services it performs.  Fairfax 
received $1,162,263 in development fees between 1996 and 
2002.  Fairfax did not remit any of the development fees to 
the City.  These development fees were Program income.  

Program Income Was Not 
Properly Managed 

City’s Contract With 
Fairfax Renaissance 
Development Corporation  

Federal Requirements 



Finding 4 

 
2003-CH-1016 Page 32  
 

Fairfax could not provide documentation as to whether the 
income was generated from Initiative Grant funds or Block 
Grant funds. 

 
Program income generated from development fees as a 
result of Fairfax Renaissance Development Corporation’s 
use of Initiative Grant funds must be remitted to the City 
and deposited into its loan repayment account as required 
by the City’s Initiative Grant Agreement with HUD and the 
February 7, 1996 contract between the City and Fairfax. 

 
The City lacked procedures and controls to ensure Program 
income earned by Fairfax Renaissance Development 
Corporation was remitted to the City and deposited into its 
loan repayment account.  As a result, fewer funds are 
available to the City as security for the repayment of its 
Loan Guarantee. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 104, 105, 140, and 141, contains the complete text of 
the comments for this finding.] 

 
 The City’s contracts with Community Development 

Corporations states there will be no program income in 
order for the Community Development Corporations to be 
self-sufficient when the City’s Program ceases. 

 
 The definition of program income in 24 CFR Part 

570.500(a)(4)(ii) excludes fees for development services. 
 
 Fairfax Renaissance Development Corporation is not fully 

funded with Initiative Grant and Community Development 
Block Grant funds.  It is highly questionable that any 
portion of the fees for development services should be 
considered program income since it is possible non-Federal 
funds supported the activities that generated the fees for 
development services. 

 
 The Office of Inspector General attributes the entire amount 

of the fees for development services to the City’s Program 
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and recommends the City resolve the matter with HUD.  
This does not appear to meet professional standards of 
auditing. 

 
 The City supports Fairfax Renaissance Development 

Corporation retaining project fees for development 
services.  HUD’s regulations and the intent of the Program 
do not conflict with this treatment of fees for development 
services. 

 
The City requests the Office of Inspector General removes 
the finding from the report. 

 
 
 
 We adjusted our report to include that Section 4.10 of the 

February 7, 1996 contract between the City and Fairfax 
Renaissance Development Corporation states program 
income includes income from service fees.  Section 4.10 
also states project income earned during the project period 
will be retained by the City in accordance with the Initiative 
Grant Agreement. 

 
Paragraph 6 of the Initiative Grant Agreement, effective May 
17, 1996, for the City’s Program states program income 
constitutes security for the repayment of the Section 108 
Guarantee and will be deposited into a loan repayment 
account established by the City. 

 
 24 CFR 570.500(a)(4)(ii) states program income does not 

include amounts generated by activities that are financed by a 
loan guaranteed under section 108 of the Act.  The Fairfax 
Renaissance Development Corporation Operating project 
was financed with Initiative Grant funds. 

 
 The City provided a letter from the Executive Director of 

Fairfax Renaissance Development Corporation and a 
schedule on Fairfax Renaissance Development Corporation’s 
analysis of annual expenses versus grant funds as of March 
19, 2003 regarding the fees for development services.  The 
City did not provide supporting documentation for the letter 
and schedule. 

 

OIG Evaluation Of 
Auditee Comments 
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Fairfax Renaissance Development Corporation is fully 
funded with Initiative Grant funds from the City’s Program 
and Community Development Block Grant funds.  Fairfax 
receives fees for development services it performs.  Fairfax 
received $1,162,263 in development fees between 1996 and 
2002.  Fairfax did not remit any of the development fees to 
the City.  These development fees were program income.  
Fairfax could not provide documentation as to whether the 
program income was generated from Initiative Grant or 
Block Grant funds. 

 
Program income generated from development fees as a 
result of Fairfax Renaissance Development Corporation’s 
use of Initiative Grant funds must be remitted to the City 
and deposited into a loan repayment account established by 
the City as required by the City’s Initiative Grant 
Agreement with HUD and the February 7, 1996 contract 
between the City and Fairfax. 

 
The City needs to provide documentation for the amount of 
the $1,162,263 in program income earned with Initiative 
Grant funds from its Program and deposits from non-
Federal funds the applicable amount of program income 
into its loan repayment account.  If adequate documentation 
cannot be provided, then the City should deposit 
$1,162,263 into its loan repayment account from non-
Federal funds. 

 
 The City needs to implement procedures and controls to 

ensure that program income is remitted to the City and 
deposited into its loan repayment account. 

 
 
 
  We recommend that HUD’s Assistant Secretary for 

Community Planning and Development assure the City of 
Cleveland: 

 
4A.  Provides documentation for the amount of the 

$1,162,263 in program income earned with Initiative 
Grant funds from its Program and deposits from non-
Federal funds the applicable amount of program 
income into its loan repayment account.  If adequate 
documentation cannot be provided, then the City 

Recommendations 
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should deposit $1,162,263 into its loan repayment 
account from non-Federal funds. 

 
  4B.  Implements procedures and controls to ensure that 

program income is remitted to the City and deposited 
into a loan repayment account established by the 
City. 
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Management controls include the plan of organization, methods, and procedures adopted by 
management to ensure that its goals are met.  Management controls include the processes for 
planning, organizing, directing, and controlling program operations.  They include the systems for 
measuring, reporting, and monitoring program performance. 
 
       
 

We determined that the following management controls 
were relevant to our audit objectives: 

 
�� Program Operations - Policies and procedures that 

management has implemented to reasonably ensure that 
a program meets its objectives. 

 
�� Validity and Reliability of Data - Policies and 

procedures that management has implemented to 
reasonably ensure that valid and reliable data are 
obtained, maintained, and fairly disclosed in reports. 

 
�� Compliance with Laws and Regulations - Policies and 

procedures that management has implemented to 
reasonably ensure that resource use is consistent with 
laws and regulations. 

 
�� Safeguarding Resources - Policies and procedures that 

management has implemented to reasonably ensure that 
resources are safeguarded against waste, loss, and 
misuse. 

 
We assessed all of the relevant controls identified above 
during our audit of the City’s Program. 

 
It is a significant weakness if management controls do not 
provide reasonable assurance that the process for planning, 
organizing, directing, and controlling program operations 
will meet an organization's objectives. 

 
Based on our review, we believe the following items are 
significant weaknesses: 

 
 
 
 

Significant Weaknesses 

Relevant Management 
Controls 
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�� Program Operations 
 

The City inappropriately used and lacked documentation to 
show that HUD funds benefited its Program or were 
matched with in-kind services as required (see Finding 1).  
The City also did not ensure that Program income was 
remitted to the City and deposited into its loan repayment 
account established as security for the repayment of its 
Loan Guarantee (see Finding 4). 

 
�� Validity and Reliability of Data 

 
The City inaccurately reported the actual status and/or 
progress for eight of the 10 projects we reviewed from its 
June 30, 2001 Annual Report.  The City’s Report contained 
inaccuracies related to the eight projects’ progress on 
projected outputs, milestones, and sources and/or uses of 
program funds (see Finding 2).   

 
�� Compliance with Laws and Regulations 

 
The City failed to follow: Office of Management and 
Budget Circular A-87 and 24 CFR Parts 85, 570, and 597 
regarding the use of HUD funds for its Program; and 
HUD’s regulation regarding the reporting of actual status 
and/or progress for eight of the 10 projects we reviewed from 
its June 30, 2001 Annual Report (see Findings 1 and 2). 

 
�� Safeguarding Resources 

 
The City: inappropriately used $6,891,245 of HUD funds 
that did not benefit the City’s Program or were not matched 
with in-kind contributions; lacked documentation to support 
that another $4,744,824 in HUD funds paid benefited the 
City’s Program; and failed to ensure that Program income 
was remitted to the City and deposited into its loan 
repayment account established as security for the repayment 
of its Loan Guarantee (see Findings 1 and 4). 
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This is the first audit of the City of Cleveland, Ohio’s Program by HUD’s Office of Inspector 
General.  The Office of Inspector General issued an audit report on Hough Area Partners in 
Progress, Inc. on September 24, 1997 pertaining to its use of Community Development Block Grant 
and HUD funds from the City’s Program (Audit Case Number 97-CH-241-1011).  The report 
contained two findings.  Neither of the two findings involved HUD funds from the City’s Program.  
The latest Single Audit Report for the City covered the period ending December 31, 2001.  The 
Report contained 19 findings.  Two of the findings involved HUD funds from the City’s Program.  
One of the two findings is reported in this report. 

 
 

Independent Auditor’s Report This Report 

Empowerment Zone Community 
Development Centers 

Controls Over HUD Funds Were Not 
Adequate 
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     Recommendation    Type of Questioned Costs 
            Number  Ineligible 1/ Unsupported 2/ 
 
      1A  $6,891,245 
      1B       $4,744,824 
      4A                                      1,162,263 
               Total              $6,891,245    $5,907,087 
 
 
1/   Ineligible costs are costs charged to a HUD-financed or insured program or activity that 

the auditor believes are not allowable by law, contract, or Federal, State, or local 
policies or regulations. 

 
2/ Unsupported costs are costs charged to a HUD-financed or insured program or activity 

and eligibility cannot be determined at the time of the audit.  The costs are not supported 
by adequate documentation or there is a need for a legal or administrative determination 
on the eligibility of the cost.  Unsupported costs require a future decision by HUD 
program officials.  This decision, in addition to obtaining supporting documentation, 
might involve a legal interpretation or clarification of Departmental policies and 
procedures. 
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This appendix contains the individual evaluations for the projects we reviewed.  We selected 10 
of the City’s 88 projects reported in its June 30, 2001 Annual Report.  We found that the City 
inappropriately used HUD funds for 10 projects, inaccurately reported the accomplishments of its 
Program to HUD for eight projects, did not provide adequate public benefit for three projects, 
and failed to require the repayment of Program income for one project.  The following table 
shows all 10 of the projects that had problems, the location of their evaluation in this appendix, 
and the finding(s) they relate to. 
 

Project Page Finding 
Glenville Town Center, Ltd. 44 1 and 2 
Quincy Place 49 1 and 2 
Midtown Corporate Center 59 1 and 2 
Lassi Enterprises, L.L.C. 66 1 
Empowerment Zone Commercial Security 71 1 
Fairfax Renaissance Development Corporation Operating 74 1, 2, and 4 
Center for Employment and Training – Cleveland, Inc. 80 1 and 2 
Vocational Guidance Services’ Job Match 84 1 and 2 
IMR Global – Orion Consulting, Inc. And The Network Bank 
Teller Job Training 

90 1 and 2 

Hough Area Partners In Progress Operating 94 1 and 2 
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Controls Over Glenville Town Center, Ltd. 
Project Were Not Adequate  

 
The City did not maintain adequate controls over the Glenville Town Center, Ltd. project.  
Glenville Town Center, Ltd. inappropriately used $6,121 of Loan Guarantee funds from the 
City’s Program.  The City also inaccurately reported the actual progress of the project in its June 
30, 2001 Annual Report.  The City lacked adequate documentation to support the outputs, 
milestones, and sources of project funds from non-Zone grants.  The problems occurred because 
the City lacked effective oversight and controls to assure that HUD funds for its Zone Program 
were used appropriately and accurate information was included in the City’s June 2001 Annual 
Report.  As a result, HUD funds for the City’s Zone Program were not used efficiently and 
effectively.  The City also did not provide HUD with an accurate representation of the project. 
 
 
 

The City lacked adequate oversight of the Glenville Town 
Center, Ltd. project.  The City executed a Loan Agreement 
on May 29, 1998 with Glenville Town Center, Ltd. for 
$2,000,000 in Loan Guarantee funds from the City’s 
Program to provide economic development assistance by 
assisting in the acquisition and development of property at 
the intersection of St. Clair Avenue and East 105th Street in 
Cleveland, Ohio.  The City and the Center amended the Loan 
Agreement on May 21, 1999 to increase the loan to 
$5,000,000 and include $1,500,000 in Initiative Grant funds.  
The City provided $6,500,000 in HUD funds from its Zone 
Program for the project.  As of February 2003, Glenville 
Town Center, Ltd. made payments reducing the principal of 
the loan by $195,044. 

 
Glenville Town Center, Ltd. inappropriately used $6,121 of 
HUD Loan Guarantee funds from the City’s Zone Program 
to pay for entertainment expenses.  The expenses included 
$3,053 for the catering of a topping off ceremony, $2,500 
for the catering of a groundbreaking ceremony, and $568 
for miscellaneous entertainment expenses.  Office of 
Management and Budget Circular A-87, Attachment B 
(18), states costs of entertainment, including meals 
associated with social activities, are unallowable. 

 
The City’s Assistant Controller approved the payments for 
expenses if an administering entity provided an invoice or a 
document supporting the amount requested.  She did not 

The City Lacked Adequate 
Controls Over Zone Funds 
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review whether the expenses met Federal requirements.  As a 
result, HUD Loan Guarantee funds for the City’s Zone 
Program were not used efficiently and effectively.  

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Glenville Town Center, 
Ltd. project.  Specifically, the City did not determine 
whether the project’s assistance would exceed $50,000 per 
full-time equivalent, permanent job created or retained.  
Therefore, the City was required to show that the project 
would create or retain at least 40 ($2,000,000 divided by 
$50,000) jobs.  When the City amended the contract to 
increase the amount of HUD funds from its Program for the 
project to $6,500,000, the City was required to show that 
the project would create or retain at least 130 ($6,500,000 
divided by $50,000) jobs. 

 
As of November 2002, documentation maintained by the 
City and Glenville Town Center, Ltd. showed that only 44 
jobs were created or retained.  The former Acting Director 
of the City’s Zone said the Glenville Town Center, Ltd. 
project has until December 31, 2004 to achieve the job 
creation and retention standard.  However, the Glenville 
Development Corporation’s Executive Director said it is 
estimated that only 80 full and part-time jobs will be 
created as a result of the project. 

 
The City could not provide an explanation as to why it could 
not provide supporting documentation for the public benefit 
determination of the Glenville Town Center, Ltd. project.  As 
a result, the City lacks assurance that HUD funds for the 
City’s Program were used efficiently and effectively. 

 
The City incorrectly reported in its June 30, 2001 Annual 
Report the actual progress of the Glenville Town Center, Ltd. 
project.  The City reported the accomplishments for the 
project under the HUD 108 Real Estate Loan Program 
Implementation Plan.  The Plan included the 
accomplishments for all of the City’s HUD 108 Real Estate 
Loan Program projects.  The City lacked adequate 
documentation to support the outputs, milestones, and 
sources of project funds from non-Zone grants reported 
under the HUD 108 Real Estate Loan Program. 

The City Inaccurately 
Reported The Project’s 
Accomplishments 

The City Could Not 
Provide Documentation 
That It Performed A Public 
Benefit Analysis For The 
Project 
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For example, the City reported for an output in its June 30, 
2001 Annual Report that 1,097 Zone resident jobs were 
created or retained by its HUD 108 Real Estate Loan 
Program projects.  The City provided a schedule for the Zone 
resident jobs created or retained without supporting 
documentation.  The schedule showed that 1,577 and 80 
Zone resident jobs were created or retained from projects in 
its HUD 108 Real Estate Loan Program and by the Glenville 
Town Center, Ltd. project, respectively.  Documentation 
maintained by the City and Glenville Town Center, Ltd. 
showed that no Zone resident jobs were created or retained as 
of June 30, 2001. 

 
The former Director of the City’s Zone said HUD directed 
them to report the HUD 108 Real Estate Loan Program 
projects in one Implementation Plan.  The former Director 
could not provide documentation to support this statement.  
A Community Planning and Development Specialist in 
HUD’s Renewal Communities/Empowerment 
Zones/Enterprise Communities Initiative said a Zone is to 
report each project in its own Implementation Plan.  
Furthermore, page 2 of the Empowerment Zone and 
Enterprise Community Initiative Performance Measurement 
System guidance issued in April 2001 states Zones are 
required to create an Implementation Plan for each project 
undertaken. 

 
The City could not provide supporting documentation for 
the schedule showing the number of Zone jobs created or 
retained.  As a result, the City did not accurately report the 
accomplishments of its Program to HUD. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 100 to 104, 110, 126 to 128, 130, 131, 133, 134, and 
137 to 139, contains the complete text of the comments for 
this finding.] 

 
Glenville Town Center, Ltd. did not inappropriately use 
$6,121 of Loan Guarantee funds from the City’s Zone 
Program to pay for entertainment expenses.  The event was 
organized to promote the imminent opening of a new 

Auditee Comments 
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community service facility for Zone residents.  The event is 
allowable under Office of Management and Budget 
Circular A-87, Attachment B, paragraph 2. 

 
The City adequately planned for the Glenville Town Center 
project.  The project achieved the mandatory public benefit 
criteria established by 24 CFR Part 570. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit and 
may under no circumstances be assisted with HUD funds 
when the amount of HUD assistance exceeds $50,000 per 
full-time equivalent permanent job created or retained or 
$1,000 per low and moderate-income person which goods or 
services are provided by the activity.  The projects met the 
public benefit criteria for goods or services to low and 
moderate-income persons. 

 
Glenville Town Center, Ltd. did not lack adequate 
documentation to support that $80,822 of Loan Guarantee 
funds from the City’s Zone Program was used to pay 
Glenville Development Corporation for development fees.  
The City paid the development fee to Glenville Town 
Center, Ltd.  Glenville Town Center, Ltd. then paid The 
Coral Company and Glenville Development Corporation. 

 
 
 

The City did not provide documentation that the catering of 
a topping off ceremony, the catering of a groundbreaking 
ceremony, and miscellaneous entertainment expenses were 
either advertising or public relations expenses.  Therefore, 
Glenville Town Center, Ltd. inappropriately used $6,121 of 
Loan Guarantee funds from the City’s Zone Program to pay 
for entertainment expenses. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit 
and may under no circumstances be assisted with HUD 
funds when the amount of HUD assistance exceeds $50,000 
per full-time equivalent permanent job created or retained. 

 
The City’s Implementation Plan for the HUD 108 Real 
Estate Loan Program, which includes the Glenville Town 

OIG Evaluation Of 
Auditee Comments 
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Center, Ltd. project, is contained in the City’s June 30, 
2001 Annual Report to HUD.  It states the baseline for the 
program is the revitalization of distressed urban 
neighborhoods by offering loan and grant incentives to 
Zone businesses while creating job opportunity for 
residents.  A milestone of the Implementation Plan is the 
Zone will create and retain 1,500 jobs for Zone residents by 
providing low interest loans and grants to 250 businesses 
utilizing the One Stop Career Center and other labor force 
partners.  Furthermore, one of the outputs of the 
Implementation Plan is to create or retain 1,500 Zone jobs 
from loans.  The Implementation Plan does not refer to 
providing goods or services to individuals. 

 
Furthermore, the former Acting Director for the City’s 
Zone said on December 19, 2002 that the Glenville Town 
Center, Ltd. project must meet the public benefit criteria for 
job creation and retention. 

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Glenville Town Center, 
Ltd. project as required by 24 CFR Part 570.209(b).  
Specifically, the City did not determine whether the 
project’s assistance would exceed $50,000 per full-time 
equivalent, permanent job created or retained.  Therefore, 
the City was required to show that the project would create 
or retain at least 40 ($2,000,000 divided by $50,000) jobs.  
When the City amended the contract to increase the amount 
of HUD funds for the project to $6,500,000, the City was 
required to show that the project would create or retain at 
least 130 ($6,500,000 divided by $50,000) jobs. 

 
We adjusted our audit report by removing that the Glenville 
Town Center, Ltd. lacked adequate documentation to 
support that $80,822 of Loan Guarantee funds from the 
City’s Zone Program was used to pay Glenville 
Development Corporation for development fees. 
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Controls Over Quincy Place Project Were Not 
Adequate 

 
The City did not maintain adequate controls over the Quincy Place project.  The City 
inappropriately used $3,677,000 in Section 108 Loan funds for its Program when it entered into a 
March 19, 2001 Loan and Grant Agreement with Fairfax Renaissance Development Corporation, 
the administering entity of the Quincy Place project.  Furthermore, Fairfax Renaissance 
Development Corporation inappropriately used $1,309,367 of HUD funds ($1,021,029 in Section 
108 Loan funds and $288,338 in Initiative Grant funds) that did not benefit the City’s Zone 
Program.  The City also inaccurately reported the actual progress of the project in its June 30, 
2001 Annual Report.  The City lacked adequate documentation to support the outputs, 
milestones, and sources of project funds from non-Zone grants.  The problems occurred because 
the City lacked effective oversight and controls to assure that HUD funds for its Zone Program 
were used appropriately and that accurate information was included in the City’s June 2001 Annual 
Report.  As a result, HUD funds for the City’s Zone Program were not used efficiently and 
effectively.  The City also did not provide HUD with an accurate representation of the project. 
 
 
 

The City lacked adequate oversight of the Quincy Place 
project.  The City executed a Loan and Grant Agreement on 
March 19, 2001 with Fairfax Renaissance Development 
Corporation, the administering entity for the Quincy Place 
project, to provide rental office space in the Zone.  The 
Agreement totaled $5,230,000 in HUD funds ($4,200,000 in 
Section 108 Loan funds and $1,030,000 in Initiative Grant 
funds) from the City’s Program.  The City provided 
$4,707,000 in HUD funds ($3,677,000 in Loan Guarantee 
funds and $1,030,000 in Initiative Grant funds) from its Zone 
Program for the project.  Fairfax also submitted a voucher 
package for the remaining $523,000 of Loan Guarantee 
funds for the project.  The City had not disbursed these funds 
as of February 4, 2003.  The Controller for the City’s Zone 
said the City is withholding the $523,000 until the Office of 
Inspector General’s audit is completed. 

 
The City inappropriately used the $3,677,000 of Loan 
Guarantee funds for its Zone Program when it entered into 
the Loan and Grant Agreement with Fairfax Renaissance 
Development Corporation, a non-profit corporation, for the 
Quincy Place project.  The project is categorized as a Section 
108 Business Loan.  The City’s Supplemental Zone HUD 

The City Lacked Adequate 
Controls Over Zone Funds



Appendix B  

2003-CH-1016 Page 50 
 

108 Loan Guarantee Program Application dated April 26, 
1995 to HUD did not allow non-profit corporations to be 
funded under a Section 108 Business Loan. 

 
Furthermore, Fairfax Renaissance Development Corporation 
inappropriately used HUD funds from the City’s Zone 
Program to purchase land and build an office building to 
provide rental office space in the Zone.  Fairfax maintains its 
offices in 11 percent of the building and the County of 
Cuyahoga rents the remaining 89 percent of the office 
building’s space for its Family Service Center.  The County’s 
Family Service Center maintains 154 employees in the 
Quincy Place project.  Forty-eight (31.2 percent) of the 
employees relocated from outside the Zone.  The City 
entered into the contract for the Quincy Place project with 
the knowledge that the County’s Family Service Center was 
going to relocate employees from outside the Zone to the 
Zone.  Therefore, Fairfax inappropriately used $1,307,039 
(31.2 percent of $4,707,000 times 89 percent) of HUD funds 
($1,021,029 in Section 108 Loan funds and $286,010 in 
Initiative Grant funds) from the City’s Zone Program. 

 
Fairfax Renaissance Development Corporation also 
inappropriately used $2,328 of Initiative Grant funds from 
the City’s Zone Program to pay for entertainment expenses.  
The expenses included $1,155 for the catering of a topping 
off ceremony and $1,173 for the catering of a 
groundbreaking ceremony.  Office of Management and 
Budget Circular A-87, Attachment B (18), states the costs 
of entertainment, including meals associated with social 
activities, are unallowable. 

 
The Senior Business Development Specialist of the City’s 
Zone said the City was not aware its application to HUD did 
not allow non-profit entities to be funded as Section 108 
Business Loans.  The former Acting Director of the City’s 
Zone was not aware of the relocation requirement contained 
at 24 CFR Part 597.200(e).  After he reviewed the 
requirement, he did not believe the relocation of the County 
of Cuyahoga’s Family Service Center and the County’s 48 
jobs violated the relocation requirement.  However, the 
former Acting Director could not provide support for his 
opinion.  The City’s Assistant Controller approved the 
payments for expenses if the administering entity provided 
an invoice or a document supporting the amount requested.  
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She did not review whether the expenses met Federal 
requirements.  As a result, HUD funds for the City’s Zone 
Program were not used efficiently and effectively.  

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Quincy Place project.  
Specifically, the City did not determine whether the 
project’s assistance would exceed $50,000 per full-time 
equivalent, permanent job created or retained.  Therefore, 
the City was required to show that the project would create 
or retain at least 105 ($5,230,000 divided by $50,000) jobs. 

 
As of December 2002, documentation maintained by the 
City and Fairfax Renaissance Development Corporation 
showed that no jobs were created or retained.  The former 
Acting Director of the City’s Zone said the Quincy Place 
project has until December 31, 2004 to achieve the job 
creation and retention standard. 

 
The City could not provide an explanation as to why it 
could not provide supporting documentation for the public 
benefit determination of the Quincy Place project.  As a 
result, HUD lacks assurance that the City’s Program funds 
were used efficiently and effectively. 

 
The City incorrectly reported in its June 30, 2001 Annual 
Report the actual progress of the Quincy Place project.  The 
City reported the accomplishments for the project under the 
HUD 108 Real Estate Loan Program Implementation Plan.  
The Plan included the accomplishments for all of the City’s 
HUD 108 Real Estate Loan Program projects.  The City did 
not have adequate documentation to support the outputs, 
milestones, and sources of project funds from non-Zone 
grants reported under the HUD 108 Real Estate Loan 
Program. 

 
For example, the City reported in its June 30, 2001 Annual 
Report for an output that 1,097 Zone resident jobs were 
created or retained by its HUD 108 Real Estate Loan 
Program projects.  The City provided a schedule for the Zone 
resident jobs created or retained without supporting 
documentation.  The schedule showed that 1,577 and 171 
Zone resident jobs were created or retained from projects in 

The City Inaccurately 
Reported The Project’s 
Accomplishments 

The City Could Not 
Provide Documentation 
That It Performed A Public 
Benefit Analysis For The 
Project 
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its HUD 108 Real Estate Loan Program and by the Quincy 
Place project, respectively.  Documentation maintained by 
the City and Fairfax Renaissance Development Corporation 
showed that no Zone resident jobs were created or retained as 
of June 30, 2001. 

 
The former Director of the City’s Zone said HUD directed 
them to report the HUD 108 Real Estate Loan Program 
projects in one Implementation Plan.  The former Director 
could not provide documentation to support this statement.  
A Community Planning and Development Specialist in 
HUD’s Renewal Communities/Zones/Enterprise 
Communities Initiative said a Zone is to report each project 
in its own Implementation Plan.  Furthermore, page 2 of the 
Empowerment Zone and Enterprise Community Initiative 
Performance Measurement System guidance issued in April 
2001 states Zones are required to create an Implementation 
Plan for each project undertaken. 

 
The City could not provide supporting documentation for 
the schedule showing the number of Zone jobs created or 
retained.  As a result, the City did not accurately report the 
accomplishments of their Program to HUD. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 99 to 104, 108 to 110, 112 to 115, 127 to 129, and 
137 to 139, contains the complete text of the comments for 
this finding.] 

 
 The City’s Supplemental Empowerment Zone HUD 108 

Loan Guarantee Program Application dated April 26, 1995, 
the City’s June 5, 1996 Contract For Loan Guarantee 
Assistance, and Federal regulations allow Loan Guarantee 
funds to be used for community development and by non-
profit entities.  The City’s Loan Application does not 
specifically state projects funded as Section 108 Business 
Loans must be for-profit entities.  Part II, paragraph 15(a), 
of the Contract for Loan Assistance states guaranteed loan 
funds will be used by the borrower to assist for-profit 
businesses, community-based development organizations, 
and non-profit organizations as sub-recipients in carrying 

Auditee Comments 
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out economic development activities and projects as 
authorized under 24 CFR Part 570.703(i). 

 
 The Office of Inspector General incorrectly used a 

requirement that does not exist in the City’s Loan 
Application and Contract For Loan Assistance.  Part 
II(C)(2) of the application states to be eligible as an 
Acquisition and Development Revolving Loan, borrowers 
must show a record of profitability or, in the case of non-
profit organizations, an ability to successfully manage 
fiduciary responsibilities. 

 
 The Office of Inspector General inappropriately only uses 

24 CFR Part 570.203(b) in its evaluation of the Quincy 
Place project.  24 CFR Part 570.703(i)(1) states that Loan 
Guarantee funds may be used for economic development 
activities eligible under 24 CFR Part 570.203.  The Office 
of Inspector General failed to include 24 CFR Part 
570.203(a) in its analysis of the project.  24 CFR Part 
570.203(a) states a recipient may use Loan Guarantee funds 
for special economic development activities carried out by 
non-profit subrecipients. 

 
 The language contained in the Federal requirements and the 

City’s Contract for Loan Assistance support the City 
making loans to non-profit entities.  Therefore, it appears 
the Office of Inspector General misinterpreted the City’s 
ability to loan monies to non-profits. 

 
 The City believes Fairfax Renaissance Development 

Corporation, the administering entity for the Quincy Place 
project, appropriately used HUD funds from the City’s 
Program to purchase land and build an office building to 
provide rental office space in the Zone.  The Office of 
Inspector General’s concern is that the project reduced the 
County of Cuyahoga’s employment outside the Zone when 
the County relocated its Family Service Center to the 
Quincy Place project. 

 
The Office of Inspector General admitted that it never 
conducted an employment analysis to determine whether 
the County’s employment outside the Zone decreased as 
result of the relocation of the County’s Family Service 
Center.  The Office of Inspector General did not 
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demonstrate that the relocation of the Family Service 
Center reduced the County’s employment at the original 
location or outside the Zone. 

 
24 CFR Part 597 is not applicable to the City’s Program.  
Therefore, the Office of Inspector General inappropriately 
applied the requirements of 24 CFR Part 597.200(e) to the 
Quincy Place project. 

 
Fairfax Renaissance Development Corporation did not 
inappropriately use $2,328 of Initiative Grant funds from 
the City’s Zone Program to pay for entertainment expenses 
for catering of a topping off ceremony and groundbreaking 
ceremony.  The events were organized to promote the 
opening of a new community service facility for Zone 
residents.  The events are allowable under Office of 
Management and Budget Circular A-87, Attachment B, 
paragraph 2.  Therefore, the Office of Inspector General 
incorrectly applied Attachment B, paragraph 18, of the 
Circular. 

 
The City adequately planned for the Quincy Place project.  
The project achieved the mandatory public benefit criteria 
established by 24 CFR Part 570. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit and 
may under no circumstances be assisted with HUD funds 
when the amount of HUD assistance exceeds $50,000 per 
full-time equivalent permanent job created or retained or 
$1,000 per low and moderate-income person which goods or 
services are provided by the activity.  The projects met the 
public benefit criteria for goods or services to low and 
moderate-income persons. 

 
The City communicated with HUD regarding the Quincy 
Place project.  HUD never informed the City that the project 
was prohibited. 

 
 
 
 We agree that the City’s Supplemental Empowerment Zone 

HUD 108 Loan Guarantee Program Application, the City’s 
June 5, 1996 Contract For Loan Guarantee Assistance, and 
Federal regulations allow Loan Guarantee funds to be used 

OIG Evaluation Of 
Auditee Comments 
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for community development and by non-profit entities.  We 
also agree that Part II, paragraph 15(a), of the Contract for 
Loan Assistance states guaranteed loan funds will be used 
by the borrower to assist for-profit businesses, community-
based development organizations, and non-profit 
organizations as subrecipients in carrying out economic 
development activities and projects as authorized under 24 
CFR Part 570.703(i). 

 
 We mistakenly used a document that the former Acting 

Director of the City’s Zone said was part of the City’s 
application to HUD for the Program.  We only used 24 
CFR Part 570.203(b), because the document provide by the 
former Acting Director stated projects funded as Section 
108 Business Loans must be eligible under 24 CFR Part 
570.203(b) as direct assistance to for-profit entities. 

 
 Therefore, we adjusted our report by including the City’s 

application to HUD for the Program states projects funded 
as Section 108 Business Loans must be eligible under 24 
CFR Part 570.203(b) as direct assistance to for-profit 
entities and included Part II(C)(1) and (2) of the City’s 
Supplemental Empowerment Zone HUD 108 Loan 
Guarantee Program Application dated April 26, 1995 to 
HUD for the Program.  Part II(C)(1) of the City’s Loan 
Application states to be eligible as a Section 108 Business 
Loan, companies must show a record of profitability.  Part 
II(C)(2) of the application states to be eligible as an 
Acquisition and Development Revolving Loan, borrowers 
must show a record of profitability or, in the case of non-
profit organizations, an ability to successfully manage 
fiduciary responsibilities.  Therefore, since the City did not 
include that a non-profit organization was eligible for a 
Section 108 Business Loan like it did for an Acquisition 
and Development Revolving Loan, non-profit corporations 
are not eligible for a Section 108 Business Loan. 

 
 We adjusted our audit report by removing that the City 

inappropriately used $1,030,000 in Initiative Grant funds 
for its Program when it entered into a loan and grant 
agreement with Fairfax Renaissance Development 
Corporation, a non-profit corporation, for the Quincy Place 
project.  Therefore, the City inappropriately used 
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$3,677,000 in Loan Guarantee funds for its Zone Program 
when it entered into the loan and grant agreement. 

 
 Fairfax Renaissance Development Corporation, the 

administering entity for the Quincy Place project, 
inappropriately used HUD funds from the City’s Program 
to purchase land and build an office building to provide 
rental office space in the Zone. 

 
 We adjusted our audit report to state that 48 (31.2 percent) 

of the employees relocated from the office at 1641 Payne 
Avenue, which is outside the Zone.  The Interim Center 
Manager for the County’s Employment and Family 
Services in Fairfax said the 48 employees were not replaced 
at the office located at 1641 Payne Avenue. 

 
We stated in our exit conference with the City that we 
never conducted employment analysis to determine whether 
the County’s total employment outside the Zone decreased 
as a result of the relocation of the County’s Family Service 
Center.  The Interim Center Manager for the County’s 
Employment and Family Services in Fairfax said the 48 
employees were not replaced at the office located at 1641 
Payne Avenue.  24 CFR Part 597.200(e) states the Strategic 
Plan may not include any action to assist an establishment 
in relocating from outside the nominated urban area to the 
nominated urban area unless the assistance is for the 
establishment of a new branch, affiliate, or subsidiary that 
will not result in a decrease of the establishment’s 
employment in the area of original location or in any area 
where the existing entity conducts business operations and 
there is not reason to believe the new branch, affiliate, or 
subsidiary is being established with the intention of closing 
down the operations of the existing entity in the area of its 
original location or in any other area where the existing 
entity conducts business operations.  Therefore, we were 
not required to determine whether the County’s total 
employment outside the Zone decreased as a result of the 
relocation of the County’s Family Service Center. 

 
Paragraph 1 of the Memorandum of Agreement for the 
City’s Program requires the City to comply with 24 CFR 
Part 597.  Therefore, we appropriately applied the 
requirements of 24 CFR Part 597.200(e) to the Quincy 
Place project. 
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The City did not provide documentation that the catering of 
a topping off ceremony and groundbreaking ceremony were 
either advertising or public relations expenses. Therefore, 
Fairfax Renaissance Development Corporation 
inappropriately used $2,328 of Initiative Grant funds from 
the City’s Zone Program to pay for entertainment expenses 
for the catering of a topping off ceremony and 
groundbreaking ceremony. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit 
and may under no circumstances be assisted with HUD 
funds when the amount of HUD assistance exceeds $50,000 
per full-time equivalent permanent job created or retained. 

 
The City did not provide any documentation that it 
provided HUD an analysis of how the Quincy Place project 
would provide sufficient public benefit. 

 
The City’s Implementation Plan for the HUD 108 Real 
Estate Loan Program, which includes the Quincy Place 
project, is contained in the City’s June 30, 2001 Annual 
Report to HUD.  It states the baseline for the program is the 
revitalization of distressed urban neighborhoods by offering 
loan and grant incentives to Zone businesses while creating 
job opportunity for residents.  A milestone of the 
Implementation Plan is that the Zone will create and retain 
1,500 jobs for Zone residents by providing low interest 
loans and grants to 250 businesses utilizing the One Stop 
Career Center and other labor force partners.  Furthermore, 
one of the outputs of the Implementation Plan is to create or 
retain 1,500 Zone jobs from loans.  The Implementation 
Plan does not refer to providing goods or services to 
individuals. 

 
Furthermore, the former Acting Director for the City’s 
Zone said on December 19, 2002 that the Quincy Place 
project must meet the public benefit criteria for job creation 
and retention. 

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Quincy Place project as 
required by 24 CFR Part 570.209(b).  Specifically, the City 
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did not determine whether the project’s assistance would 
exceed $50,000 per full-time equivalent, permanent job 
created or retained.  Therefore, the City was required to 
show that the project would create or retain at least 105 
($5,230,000 divided by $50,000) jobs. 
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Controls Over Midtown Corporate Center 
Project Were Not Adequate 

 
The City did not maintain adequate controls over the Midtown Corporate Center project.  
Midtown Associates, L.L.C., the administering entity for the project, inappropriately used 
$277,567 of Loan Guarantee funds that did not benefit the City’s Program.  The City lacked 
documentation to support the selection of the project for funding and Midtown subsequently used 
$2,754,996 of Loan Guarantee funds from the City’s Zone Program without creating or retaining 
jobs.  The City also inaccurately reported the actual progress of the project in its June 30, 2001 
Annual Report.  The City did not have adequate documentation to support the outputs, 
milestones, and sources of project funds from non-Zone grants.  The problems occurred because 
the City lacked effective oversight and controls to assure that Loan Guarantee funds for its Zone 
Program were used appropriately and accurate information was included in the City’s June 2001 
Annual Report.  As a result, Loan Guarantee funds for the City’s Zone Program were not used 
efficiently and effectively.  The City also did not provide HUD with an accurate representation of 
the project. 
 
 
 

The City lacked adequate oversight of the Midtown 
Corporate Center project.  The City executed a Loan 
Agreement on June 30, 1998 with Midtown Associates, 
L.L.C., the administering entity for the Midtown Corporate 
Center project, to provide rental office space in the Zone.  
The City provided $3,000,000 in Section 108 Loan funds 
from its Program for the project.  As of February 2003, 
Midtown Associates, L.L.C. made payments reducing the 
principal of the loan by $47,164. 

 
Midtown Associates, L.L.C. inappropriately used Loan 
Guarantee funds from the City’s Zone Program to purchase 
an existing office building and build a new office building to 
provide rental office space in the Zone.  As of February 
2003, four tenants rent 42,000 square feet of the 58,500 
square feet of office space in the two buildings.  One of the 
tenants, the City’s Zone office, relocated to the Zone from 
outside the Zone.  The City’s Zone office rents 9.4 percent of 
the two office buildings’ space.  Midtown Associates, L.L.C. 
has not rented 16,500 square feet of the office space.  
Documentation maintained by the City and Midtown 
Associates, Inc. did not show that the City’s Zone office 
created or retained jobs.  Therefore, Midtown Associates, 

The City Lacked Adequate 
Controls Over Zone Funds 
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L.L.C. inappropriately used $277,567 (9.4 percent of 
$3,000,000 minus $47,164) of Loan Guarantee funds from 
the City’s Zone Program. 

 
The former Acting Director of the City’s Zone was not aware 
of the relocation requirement contained at 24 CFR Part 
597.200(e).  After he reviewed the requirement, he did not 
believe the relocation of the City’s Zone violated the 
relocation requirement.  However, the former Acting 
Director could not provide support for his opinion.  As a 
result, Loan Guarantee funds for the City Program were not 
used efficiently and effectively. 

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Midtown Corporate 
Center project.  Specifically, the City did not determine 
whether the project’s assistance would exceed $50,000 per 
full-time equivalent, permanent job created or retained.  
Therefore, the City was required to show that the project 
would create or retain at least 60 ($3,000,000 divided by 
$50,000) jobs. 

 
The June 30, 1998 Agreement between the City and 
Midtown Associates, L.L.C. required Midtown to achieve 
the job creation and retention requirements by June 30, 
2001.  As of October 2002, documentation maintained by 
the City and Midtown Associates, L.L.C. showed that only 
four of the 60 jobs (6.7 percent) were created or retained.  
Therefore, Midtown used $2,754,996 (93.3 percent of 
$3,000,000 minus $47,164) of Loan Guarantee funds from 
the City’s Program without creating or retaining jobs.  The 
former Acting Director of the City’s Zone said the job 
creation standard was too difficult for the Midtown 
Corporate Center project to meet because the employees 
who work in the office buildings usually need special 
training or college degrees. 

 
The City could not provide an explanation as to why it 
could not provide supporting documentation for the public 
benefit determination of the Midtown Corporate Center 
project.  As a result, HUD lacks assurance that Loan 
Guarantee funds for the City’s Zone Program were used 
efficiently and effectively. 

 

The City Could Not 
Provide Documentation 
That It Performed A Public 
Benefit Analysis For The 
Project 
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The City incorrectly reported in its June 30, 2001 Annual 
Report the actual progress of the Midtown Corporate Center 
project.  The City reported the accomplishments for the 
project under the HUD 108 Real Estate Loan Program 
Implementation Plan.  The Plan included the 
accomplishments for all of the City’s HUD 108 Real Estate 
Loan Program projects.  The City did not have adequate 
documentation to support the outputs, milestones, and 
sources of project funds from non-Zone Grants reported 
under the HUD 108 Real Estate Loan Program. 

 
For example, the City reported in its June 30, 2001 Annual 
Report for an output that 1,097 Zone resident jobs were 
created or retained by its HUD 108 Real Estate Loan 
Program projects.  The City provided a schedule for the Zone 
resident jobs created or retained without supporting 
documentation.  The schedule showed that 1,577 and 122 
Zone resident jobs were created or retained from projects in 
its HUD 108 Real Estate Loan Program and by the Midtown 
Corporate Center project, respectively.  Documentation 
maintained by the City and Midtown Associates, L.L.C. 
showed that only one Zone resident job was created or 
retained as of June 30, 2001. 

 
The former Director of the City’s Zone said HUD directed 
them to report the HUD 108 Real Estate Loan Program 
projects in one Implementation Plan.  The former Director 
could not provide documentation to support this statement.  
A Community Planning and Development Specialist in 
HUD’s Renewal Communities/Empowerment 
Zones/Enterprise Communities Initiative said a Zone is to 
report each project in its own Implementation Plan.  
Furthermore, page 2 of the Empowerment Zone and 
Enterprise Community Initiative Performance Measurement 
System guidance issued in April 2001 states Zones are 
required to create an Implementation Plan for each project 
undertaken. 

 
The City could not provide supporting documentation for 
the schedule showing the number of Zone jobs created or 
retained.  As a result, the City did not accurately report the 
accomplishments of its Program to HUD. 

 
 

The City Inaccurately 
Reported The Project’s 
Accomplishments 
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 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 99 to 101, 108 to 110, 115 to 117, and 127 to 129, 
contains the complete text of the comments for this 
finding.] 

 
The City believes Midtown Associates, L.L.C., the 
administering entity of the Midtown Corporate Center 
project, appropriately used Loan Guarantee funds from the 
City’s Zone Program to purchase an existing office building 
and build a new office building to provide rental office 
space in the Zone. 

 
The Office of Inspector General inappropriately applied the 
requirements of 24 CFR Part 597.200(e) to the Midtown 
Corporate Center project. 

 
The City’s relocation of its Zone offices to the Midtown 
Corporate Center did not result in a decrease in 
employment for the City or the closing down of an existing 
City operation. 

 
The Office of Inspector General admitted that it never 
conducted an employment analysis to determine whether 
the relocation of the City’s Zone offices resulted in a 
decrease in employment for the City.  The City provided 
documentation supporting that the relocation did not 
decrease employment for the City. 

 
The City’s Zone offices were moved during the Office of 
Inspector General’s audit.  The Office of Inspector General 
never cautioned the City that the move violated 24 CFR 
Part 570.200(e). 

 
The relocation of City Architecture from 3311 Perkins 
Avenue to Midtown Corporate Center did not violate 24 
CFR 597.200(e).  City Architecture’s offices were located 
in the Buffer Zone for the City’s Program.  HUD granted 
the City to extend approved economic development lending 
activities eligible under 24 CFR Part 570.703(I)(1) to the 
Buffer Zone.  Businesses located in the Buffer Zone are 

Auditee Comments 
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eligible to receive all the benefits allowable within the 
original Zone. 

 
The Midtown Corporate Center project retained and created 
63 and 10 jobs, respectively. 

 
The City adequately planned for the Midtown Corporate 
Center project.  The project achieved the mandatory public 
benefit criteria established by 24 CFR Part 570. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit and 
may under no circumstances be assisted with HUD funds 
when the amount of HUD assistance exceeds $50,000 per 
full-time equivalent permanent job created or retained or 
$1,000 per low- and moderate-income person which goods 
or services are provided by the activity.  The projects met the 
public benefit criteria for goods or services to low- and 
moderate-income persons. 

 
 
 

Paragraph 1 of the Memorandum of Agreement for the 
City’s Program requires the City to comply with 24 CFR 
Part 597.  Therefore, we appropriately applied the 
requirements of 24 CFR Part 597.200(e) to the Midtown 
Corporate Center project. 

 
The City failed to provide documentation that the relocation 
of its Zone offices to the Midtown Corporate Center did not 
result in a decrease in employment for the City in the 
original location or in any other area where the City 
conducts operations. 

 
We did not say we never conducted an employment 
analysis to determine whether the relocation of the City’s 
Zone offices resulted in a decrease in employment for the 
City. 

 
We did not review the Midtown Corporate Center project 
until after the City moved its Zone offices.  Also, the City 
never asked us whether the move violated 24 CFR Part 
570.200(e).  Furthermore, we are not program 

OIG Evaluation Of 
Auditee Comments 
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administrators with the authority to provide guidance on 
HUD requirements. 

 
We adjusted our audit report by reducing the number of 
tenants that relocated to the Zone from outside the Zone, 
the percent of the two office buildings’ space occupied by 
the tenants by 20.2 percent, and the amount of Loan 
Guarantee funds Midtown Associates, L.L.C. 
inappropriately used by $596,472.  Therefore, Midtown 
Associates, L.L.C. inappropriately used $277,567 of Loan 
Guarantee funds from the City’s Program. 

 
The City provided schedules for creation and retention of 
jobs by the Midtown Corporate Center project.  The City 
did not provide the supporting documentation for the 
schedules.  Therefore, documentation maintained by 
Midtown Associates, L.L.C. did not show that the City’s 
Zone office created or retained jobs. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit 
and may under no circumstances be assisted with HUD 
funds when the amount of HUD assistance exceeds $50,000 
per full-time equivalent permanent job created or retained. 

 
The City’s Implementation Plan for the HUD 108 Real 
Estate Loan Program, which includes the Midtown 
Corporate Center project, is contained in the City’s June 30, 
2001 Annual Report to HUD.  It states the baseline for the 
program is the revitalization of distressed urban 
neighborhoods by offering loan and grant incentives to 
Zone businesses while creating job opportunity for 
residents.  A milestone of the Implementation Plan is that 
the Zone will create and retain 1,500 jobs for Zone 
residents by providing low interest loans and grants to 250 
businesses utilizing the One Stop Career Center and other 
labor force partners.  Furthermore, one of the outputs of the 
Implementation Plan is to create or retain 1,500 Zone jobs 
from loans.  The Implementation Plan does not refer to 
providing goods or services to individuals. 

 
Furthermore, the former Acting Director for the City’s 
Zone said on December 19, 2002 that the Midtown 
Corporate Center project must meet the public benefit 
criteria for job creation and retention. 
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The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefits would be achieved by the Midtown Corporate 
Center project as required by 24 CFR Part 570.209(b).  
Specifically, the City did not determine whether the 
project’s assistance would exceed $50,000 per full-time 
equivalent, permanent job created or retained.  Therefore, 
the City was required to show that the project would create 
or retain at least 60 ($3,000,000 divided by $50,000) jobs. 

 
The June 30, 1998 Loan Agreement between the City and 
Midtown Associates, L.L.C., the administering entity of the 
Midtown Corporate Center, required Midtown to achieve 
the job creation and retention requirements by June 30, 
2001.  As of October 2002, documentation maintained by 
the City and Midtown Associates, L.L.C. showed that only 
four (6.7 percent) jobs were created or retained.  Therefore, 
Midtown used $2,754,996 (93.3 percent of $3,000,000 
minus $47,164) of Loan Guarantee funds from the City’s 
Zone Program without creating or retaining jobs. 
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Controls Over Lassi Enterprises, L.L.C. Project 
Were Not Adequate  

 
The City did not maintain adequate controls over the Lassi Enterprises, L.L.C. project.  The City 
improperly entered into a contract with Lassi for the acquisition of land for which a specific 
proposed use had not been determined.  Therefore, Lassi inappropriately used $2,000,000 of 
HUD funds from the City’s Program to purchase land with no specific proposed use.  The 
problem occurred because the City lacked effective oversight and controls to assure HUD funds 
for its Zone Program were used appropriately.  As a result, HUD funds for the City’s Zone 
Program were not used efficiently and effectively. 
 
 
 

The City lacked adequate oversight of the Lassi Enterprises, 
L.L.C. project.  The City executed a Loan and Grant 
Agreement on November 14, 2001 with Lassi Enterprises, 
L.L.C. to acquire land located on the southeast side of 
Euclid Avenue and East 55th Street that will lead to the 
construction of a major new commercial, industrial, 
research, or institutional development.  The City provided 
$2,000,000 in HUD funds ($1,200,000 in Initiative Grant 
funds and $800,000 in Section 108 Loan funds) from its 
Program for the project. 

 
The City improperly entered into the Agreement with Lassi 
Enterprises, L.L.C. for the acquisition of land for which a 
specific proposed use had not been determined.  Therefore, 
Lassi inappropriately used $2,000,000 of HUD funds to 
purchase land with no specific proposed use.  The Director 
of Lassi Enterprises, L.L.C. and the Senior Business 
Development Specialist of the City’s Zone both said the 
land was purchased to be part of a land bank for future 
ideas. 

 
The former Acting Director of the City’s Zone said the 
executive summary for the Lassi Enterprises, L.L.C. project 
shows a specific proposed use for the project.  The 
executive summary states that Lassi Enterprises, L.L.C. can 
prepare the land to create a site for the construction of a 
high technology office and laboratory project.  This is not a 
specific proposed use for the land.  Furthermore, as of 
November 2002, Lassi still did not have a specific use for 
the land.  The Director of Lassi Enterprise, L.L.C. said he 

The City Lacked Adequate 
Controls Over Zone Funds 
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did not yet have a specific project or co-developer selected.  
As a result, HUD funds for the City’s Zone Program were 
not used efficiently and effectively. 

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Lassi Enterprises project.  
Specifically, the City did not determine whether the 
project’s assistance would exceed $50,000 per full-time 
equivalent, permanent job created or retained.  Therefore, 
the City was required to show that the project would create 
or retain at least 40 ($2,000,000 divided by $50,000) jobs. 

 
As of November 2002, documentation maintained by the 
City and Lassi Enterprises, L.L.C. showed that no jobs were 
created or retained.  The former Acting Director of the City 
Zone said the Lassi project has until December 31, 2004 to 
achieve the job creation and retention standard. 

 
The City could not provide an explanation as to why it could 
not provide supporting documentation for the public benefit 
determination of the Lassi project.  As a result, the City lacks 
assurance that HUD funds for the City’s Program were used 
efficiently and effectively. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 100 to 104, 110, 117 to 119, 127, 128, 130, 132, and 
137 to 139, contains the complete text of the comments for 
this finding.] 

 
The City believes that it adhered to 24 CFR Part 
570.209(b)(3) when it entered into a contract with Lassi 
Enterprises, L.L.C. for the acquisition of land.  Lassi did 
appropriately use $2,000,000 of HUD funds ($1,200,000 in 
Initiative Grant funds and $800,000 in Section 108 Loan 
funds) from the City’s Program to purchase the land.   

 
The Office of Inspector General incorrectly stated the land 
was acquired with no specific proposed use.  The City’s 
Initiative Grant Agreement, effective May 17, 1996, for the 

The City Could Not 
Provide Documentation 
That It Performed A Public 
Benefit Analysis For The 
Project 
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City’s Zone Program defines specific proposed use for as a 
major industrial, research, or institutional development. 

 
Midtown Cleveland formed Lassi Enterprises, Inc., its 
subsidiary, to acquire land for the development of a 
technology industrial park.  Lassi Enterprises, L.L.C., 
purchased the land to be part of the MidTown Technology 
Center for the construction of 100,000 square foot of office 
and laboratory space. 

 
The City adequately planned for the Lassi Enterprises, 
L.L.C. project.  The project achieved the mandatory public 
benefit criteria established by 24 CFR Part 570. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit and 
may under no circumstances be assisted with HUD funds 
when the amount of HUD assistance exceeds $50,000 per 
full-time equivalent permanent job created or retained or 
$1,000 per low and moderate-income person which goods or 
services are provided by the activity.  The projects met the 
public benefit criteria for goods or services to low and 
moderate-income persons. 

 
The Department of Economic Development – Empowerment 
Zone Executive Summary for the Lassi Enterprises, L.L.C. 
project demonstrates the City performed an analysis to 
determine the minimum level of public benefit that would be 
achieved by the project. 

 
 
 

The City’s Initiative Grant Agreement, effective May 17, 
1996, for the City’s Zone Program does not define specific 
proposed use. 

 
The City provided multiple documents showing that the 
land is to be used for the MidTown Technology Center, a 
100,000 square foot technology building.  The City did not 
provide documentation on the implementation of the 
proposed use of the land.  Therefore, the City failed to 
adhere to 24 CFR Part 570.209(b)(3) when it entered into a 
contract with Lassi Enterprises, L.L.C. for the acquisition 
of land for which a specific proposed use had not been 
determined.  Furthermore, Lassi inappropriately used 

OIG Evaluation Of 
Auditee Comments 



Appendix B 

 
 Page 69 2003-CH-1016 
 

$2,000,000 of HUD funds ($1,200,000 in Initiative Grant 
funds and $800,000 in Section 108 Loan funds) from the 
City’s Zone Program to purchase land with no specific 
proposed use.  The Director of Lassi Enterprises, L.L.C. 
and the Senior Business Development Specialist of the 
City’s Zone both said the land was purchased to be part of a 
land bank for future ideas.  As of November 2002, Lassi 
still did not have a specific use for the land.  The Director 
of Lassi Enterprise, L.L.C. said he did not yet have a 
specific project or co-developer selected. 

 
24 CFR Part 570.209(b)(3) states an activity will be 
considered by HUD to provide insufficient public benefit 
and may under no circumstances be assisted with HUD 
funds when the amount of HUD assistance exceeds $50,000 
per full-time equivalent permanent job created or retained. 

 
The City provided the Department of Economic 
Development – Empowerment Zone’s Executive Summary 
for the Lassi Enterprises, L.L.C. project.  The Executive 
Summary did not show the City performed an analysis to 
determine that a minimum level of public benefit would be 
achieved by the project. 

 
The City’s Implementation Plan for the Acquisition and 
Development Loan Program, which includes the Lassi 
Enterprises, Inc. project, is contained in the City’s June 30, 
2002 Annual Report to HUD.  One of the outputs of the 
Implementation Plan is to create or retain 200 Zone jobs 
from loans.  The Implementation Plan does not refer to 
providing goods or services to individuals. 

 
Furthermore, the former Acting Director for the City’s 
Zone said on December 19, 2002 that the Lassi Enterprises, 
Inc. project must meet the public benefit criteria for job 
creation and retention. 

 
The City lacked documentation to support that it performed 
an analysis to determine that a minimum level of public 
benefit would be achieved by the Lassi Enterprises, L.L.C. 
project as required by 24 CFR Part 570.209(b).  
Specifically, the City did not determine whether the 
project’s assistance would exceed $50,000 per full-time 
equivalent, permanent job created or retained.  Therefore, 
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the City was required to show that the project would create 
or retain at least 40 ($2,000,000 divided by $50,000) jobs. 
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Controls Over Empowerment Zone Commercial 
Security Project Were Not Adequate 

 
The City did not maintain adequate controls over the Empowerment Zone Commercial Security 
project.  Uptown Cleveland Security Corporation, the administering entity for the project, lacked 
adequate documentation to support $1,954,676 of Initiative Grant funds paid for expenses that 
benefited the City’s Program.  The problem occurred because the City lacked effective oversight 
and controls to ensure that Grant funds for its Zone Program were used appropriately.  As a 
result, the City lacks assurance that Grant funds for the City’s Zone Program were not used 
efficiently and effectively.  
 
 
 

The City lacked adequate oversight of the Empowerment 
Zone Commercial Security project.  The City executed a 
non-competitive Contract effective July 1, 1998 through 
June 30, 1999 with Uptown Cleveland Security 
Corporation, the administering entity for the Empowerment 
Zone Commercial Security project, to provide a 
commercial security patrol for the protection of businesses 
in the Zone.  The City extended the services through June 
30, 2001 with two contract modifications executed on 
September 13, 1999 and July 25, 2000.  The City provided 
$2,000,000 in Initiative Grant funds from its Program for 
the project. 

 
Uptown Cleveland Security Corporation lacked sufficient 
documentation for the method of allocation utilized to 
support $1,954,676 of Grant funds used to pay expenses and 
profit for the Empowerment Zone Commercial Security 
project.  The expenses included the following: salaries for 
$1,508,285; vehicles and equipment for $249,094; health 
care for $55,619; office for $54,980; training for $50,065; 
and professional fees of $36,633. 

 
The City awarded Uptown Cleveland Security Corporation 
the contract for the Empowerment Zone Commercial 
Security project without performing a cost or price analysis 
as required by 24 CFR Part 85.36(f).  The City also did not 
adequately perform a contract closeout as required by the 
Contract to determine whether a price re-determination was 
needed for the Contract. 

The City Lacked Adequate 
Controls Over Zone Funds 
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The City could not provide an explanation as to why it paid 
Uptown Cleveland Security Corporation the project 
expenses and profit without a method of allocation.  As a 
result, HUD lacks assurance whether Grant funds for the 
City’s Zone Program were used efficiently and effectively. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 97, 102, 110, and 132, contains the complete text of 
the comments for this finding.] 

 
The City did not enter into a non-competitive contract with 
Uptown Cleveland Security Corporation for the 
Empowerment Zone Commercial Security project.  The City 
issued a Request for Proposal for commercial security patrol 
for the protection of businesses in the Empowerment Zone.  
Uptown Cleveland Security Corporation’s response was the 
only response that included providing patrol cars seven days 
a week between the hours of 3:00 p.m. through 7:00 a.m.  
This is the reason the City selected Uptown Cleveland 
Security Corporation for the contract.  The City determined 
that the contract was fair and reasonable based upon a 
comparison with the other bids received through the Request 
for Proposal process.  The City met the requirements of 24 
CFR Part 85.36. 

 
 
 

The City did not provide documentation for the 
procurement of the Empowerment Zone Commercial 
Security project contract.  The City also did not provide 
documentation for the cost or price analysis for the 
contract.  Therefore, Uptown Cleveland Security 
Corporation, the administering entity of the Empowerment 
Zone Commercial Security project, lacked sufficient 
documentation for the method of allocation utilized to 
support $1,954,676 of Initiative Grant funds from the City’s 
Zone Program used to pay expenses and profit for the 
Security project.  Furthermore, the City awarded Uptown 
Cleveland Security Corporation the contract for the 
Empowerment Zone Commercial Security project without 
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performing a cost or price analysis as required by 24 CFR 
Part 85.36(f). 
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Controls Over Fairfax Renaissance Development 
Corporation Operating Project Were Not 

Adequate 
 
The City did not maintain adequate controls over the Fairfax Renaissance Development 
Corporation Operating project.  Fairfax Renaissance Development Corporation inappropriately 
used $328,636 of Initiative Grant funds from the City’s Program to pay expenses that were not 
part of its contract with the City.  The City did not require Fairfax to remit the applicable amount 
of $1,162,263 in Program income earned through the project.  The City also inaccurately reported 
the actual progress of the project in its June 30, 2001 Annual Report.  The City lacked adequate 
documentation to support the outputs, milestones, and sources of project funds from non-Zone 
grants.  The problems occurred because the City lacked effective oversight and controls to assure 
that Grant funds from its Zone Program were used appropriately, Program income was remitted, 
and accurate information was included in the City’s June 2001 Annual Report.  As a result, Grant 
funds for the City’s Zone Program were not used efficiently and effectively.  The City also did not 
provide HUD with an accurate representation of the project. 
 
 
 

The City lacked adequate oversight of the Fairfax 
Renaissance Development Corporation Operating project.  
The City executed a Contract effective February 7, 1996 with 
Fairfax Renaissance Development Corporation to provide 
activities for job retention, job creation, planning for Zone 
residents, and commercial and community development 
technical assistance and planning.  The City provided 
$1,590,071 in Initiative Grant funds for the project. 
 
Fairfax Renaissance Development Corporation 
inappropriately used $328,636 of Grant funds from the City’s 
Zone Program for expenses of the Quincy Place project 
(Appendix B, page 38 provides an explanation of the 
project).  The expenses included land acquisition of 
$217,265 and architectural fees for $111,372.  However, 
these expenses were not permitted according to Fairfax’s 
February 7, 1996 Contract with the City. 

 
Furthermore, Fairfax determined the land could not be used 
for the Quincy Place project.  Therefore, the land reverted 
back to the City.  The City maintains the property in its land 
bank without a planned use as a Zone project and has not 
reimbursed its Zone Program for the cost of the land. 

The City Lacked Adequate 
Controls Over Zone Funds 
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The former Acting Director for the City’s Zone said the 
Fairfax Renaissance Development Corporation Operating 
project could use Grant funds from the City’s Zone Program 
for expenses of the Quincy Place project.  The former Acting 
Director also said that the expenses were included in the 
February 7, 1996 Contract’s budget as Pre-Development 
Capacity Building.  However, the Contract did not include a 
detailed description of the Pre-Development Capacity 
Building costs.  Furthermore, 24 CFR Part 570.205 does not 
allow funding for capacity building activities to include land 
acquisition and architectural fees.  As a result, Grant funds 
for the City’s Zone Program were not used efficiently and 
effectively. 

 
Fairfax Renaissance Development Corporation is fully 
funded with Initiative Grant funds from the City’s Program 
and Community Development Block Grant funds.  Fairfax 
receives fees for development services it performs.  Fairfax 
received $1,162,263 of development fees between 1996 and 
2002.  Fairfax did not remit any of the development fees to 
the City.  These development fees were Program income.  
Fairfax could not provide documentation as to whether the 
Program income was generated from the Initiative Grant 
funds or the Block Grant funds. 

 
Program income generated from development fees as a 
result of Fairfax Renaissance Development Corporation’s 
use of Initiative Grant funds must be remitted to the City 
and deposited into a loan repayment account established by 
the City as required by the City’s Initiative Grant 
Agreement with HUD and the February 7, 1996 Contract 
between the City and Fairfax. 

 
The Director of the City’s Department of Economic 
Development said he does not believe the development fees 
are Program income.  As a result, fewer funds are available 
to the City as security for the repayment of its Loan 
Guarantee. 

 
The City incorrectly reported in its June 30, 2001 Annual 
Report the actual progress of the Fairfax Renaissance 
Development Corporation Operating project.  The City 
reported the accomplishments for the project under the Zone 
Community Based Development Organizations 

The City Did Not Ensure 
That Program Income Was 
Remitted To The City 

The City Inaccurately 
Reported The Project’s 
Accomplishments 
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Implementation Plan.  The Plan included the 
accomplishments for all of the City’s Zone Community 
Based Development Organization projects.  The City lacked 
adequate documentation to support the outputs, milestones, 
and sources of project funds from non-Zone grants reported 
under the Zone Community Based Development 
Organizations Implementation Plan. 

 
The City also inaccurately reported in its June 30, 2001 
Annual Report the amount of project funds used by the 
Fairfax Renaissance Development Corporation Operating 
project.  The City reported the Operating project used 
$1,294,298.  Documentation maintained by the City showed 
the project used $1,590,071 as of June 30, 2001.  

 
The former Director of the City’s Zone said HUD directed 
them to report the Zone Community Based Development 
Organization projects in one Implementation Plan.  The 
former Director could not provide documentation to 
support this statement.  A Community Planning and 
Development Specialist in HUD’s Renewal 
Communities/Empowerment Zones/Enterprise 
Communities Initiative said a Zone is to report each project 
in its own Implementation Plan.  Furthermore, page 2 of the 
Empowerment Zone and Enterprise Community Initiative 
Performance Measurement System guidance issued in April 
2001 states Zones are required to create an Implementation 
Plan for each project undertaken. 

 
The City could not provide supporting documentation for the 
information contained in the June 30, 2001 Annual Report.  
As a result, the City did not accurately report the 
accomplishments of their Program to HUD. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 104, 105, 110, 119, 120, 140, and 141, contains the 
complete text of the comments for this finding.] 

 
Fairfax Renaissance Development Corporation 
appropriately used Initiative Grant funds from the City’s 
Program for expenses of the Quincy Place project to carry 

Auditee Comments 
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out management, coordination, and monitoring of activities 
necessary for effective planning implementation.  The City 
disagrees with the Office of Inspector General because 
capacity building is permitted under 24 CFR Part 570.205. 

 
The land acquired by Fairfax Renaissance Development 
Corporation reverted back to the City.  The City plans to 
use the land for a public park. 

 
 The City’s contracts with Community Development 

Corporations state there will be no program income in order 
for the Community Development Corporations to be self-
sufficient when the City’s Program ceases. 

 
 The definition of program income in 24 CFR Part 

570.500(a)(4)(ii) excludes fees for development services. 
 
 Fairfax Renaissance Development Corporation is not fully 

funded with Initiative Grant funds and Community 
Development Block Grant funds.  It is highly questionable 
that any portion of the fees for development services should 
be considered Program income since it is possible non-
Federal funds supported the activities that generated the 
fees for development services. 

 
 The Office of Inspector General attributes the entire amount 

of the fees for development services to the City’s Program 
and recommends the City resolve the matter with HUD.  
This does not appear to meet professional standards of 
auditing. 

 
 The City supports Fairfax Renaissance Development 

Corporation retaining project fees for development 
services.  HUD’s regulations and the intent of the Program 
do not conflict with this treatment of fees for development 
services. 

 
 
 

Fairfax Renaissance Development Corporation 
inappropriately used $328,636 of Initiative Grant funds from 
the City’s Program for expenses of the Quincy Place project.  
The expenses included $217,265 for land acquisition and 
$111,372 for architectural fees.  These expenses were not 
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permitted according to Fairfax’s February 7, 1996 contract 
with the City. 

 
The former Acting Director for the City’s Zone said the 
expenses were included in the February 7, 1996 Contract’s 
budget as Pre-Development Capacity Building.  However, 
the Contract did not include a detailed description of the Pre-
Development Capacity Building costs.  Furthermore, 24 CFR 
Part 570.205 does not allow funding for capacity building 
activities to include land acquisition and architectural fees.  
As a result, Grant funds for the City’s Zone Program were 
not used efficiently and effectively. 

 
We adjusted our audit report by including the land reverted 
back to the City.  The City did not provide documentation for 
the use of the land.  Therefore, the City maintains the 
property in its land bank without a planned use for a Zone 
project and has not reimbursed its Program for the cost of the 
land. 

 
We adjusted our report to include that Section 4.10 of the 
February 7, 1996 contract between the City and Fairfax 
Renaissance Development Corporation states program 
income includes income from service fees.  Section 4.10 
also states project income earned during the project period 
shall be retained by the City in accordance with the Initiative 
Grant Agreement. 

 
Paragraph 6 of the Initiative Grant Agreement, effective May 
17, 1996, for the City’s Program states program income 
constitutes security for the repayment of the Section 108 
Guarantee and will be deposited into a loan repayment 
account established by the City. 

 
 24 CFR 570.500(a)(4)(ii) states program income does not 

include amounts generated by activities that are financed by a 
loan guaranteed under section 108 of the Act.  The Fairfax 
Renaissance Development Corporation Operating project 
was financed with Initiative Grant funds. 

 
 The City provided a letter from the Executive Director of 

Fairfax Renaissance Development Corporation and a 
schedule on Fairfax Renaissance Development Corporation’s 
analysis of annual expenses versus Grant funds as of March 
19, 2003 regarding the fees for development services.  The 
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City did not provide supporting documentation for the letter 
and schedule. 

 
Fairfax Renaissance Development Corporation is fully 
funded with Initiative Grant funds from the City’s Program 
and Community Development Block Grant funds.  Fairfax 
receives fees for development services it performs.  Fairfax 
received $1,162,263 in development fees between 1996 and 
2002.  Fairfax did not remit any of the development fees to 
the City.  These development fees were Program income.  
Fairfax could not provide documentation as to whether the 
Program income was generated from Initiative Grant funds 
or Block Grant funds. 

 
Program income generated from development fees as a 
result of Fairfax Renaissance Development Corporation’s 
use of Zone funds must be remitted to the City and 
deposited into a loan repayment account established by the 
City as required by the City’s Initiative Grant Agreement 
with HUD and the February 7, 1996 contract between the 
City and Fairfax. 
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Controls Over The Center For Employment 
Training - Cleveland, Inc. Project Were Not 

Adequate 
 
The City did not maintain adequate controls over the Center for Employment Training – 
Cleveland, Inc. project.  The Center for Employment Training, Inc. inappropriately used 
$176,100 of Initiative Grant funds and lacked sufficient documentation to support another 
$33,300 of Grant funds paid for expenses that benefited the City’s Program.  The City also 
inaccurately reported the actual progress of the project in its June 30, 2001 Annual Report.  The 
City did not have adequate documentation to support the outputs, milestones, and uses of project 
funds.  The problems occurred because the City lacked effective oversight and controls to assure 
that Grant funds for its Zone Program were used appropriately and accurate information was 
included in the City’s June 2001 Annual Report.  As a result, Grant funds for the City’s Zone 
Program were not used efficiently and effectively.  The City also did not provide HUD with an 
accurate representation of the project. 
 
 
 
  The City lacked adequate oversight of the Center for 

Employment Training – Cleveland, Inc. project.  The City 
executed a Contract effective July 1, 1997 with the Center 
for Employment Training – Cleveland, Inc. to provide labor 
force development training for Zone residents.  Attachment 
1 of the Contract states the project will enroll 63 Zone 
residents. The City provided $300,000 in Initiative Grant 
funds from its Program for the project. 

 
  The City requires the Zone residents to be processed through 

the One Stop Career Center.  The Center for Employment 
Training – Cleveland, Inc. requires the Zone residents to 
attend 10 days of training to be considered enrolled in the 
training. 

 
The Center for Employment Training – Cleveland, Inc. failed 
to enroll and provide any training to 27 eligible Zone 
residents, enrolled and provided training to five non-Zone 
residents, and provided training to five Zone residents who 
did not attend 10 days of training.  Therefore, the Center 
inappropriately used $176,100 (58.7 percent) of Grant funds 
from the City’s Zone Program for the project when it failed 
to enroll 37 (58.7 percent) eligible Zone residents. 

 

The City Lacked Adequate 
Controls Over Zone Funds 



Appendix B 

 
 Page 81 2003-CH-1016 
 

The Center for Employment Training – Cleveland, Inc. could 
not provide documentation that six of the Zone residents 
enrolled in and provided training were approved by the One 
Stop Career Center.  Additionally, the Center provided the 
name of one individual in which it could not supply any 
documentation for enrollment and training.  Therefore, the 
Center also lacked sufficient documentation to support 
$33,300 (11.1 percent) of Grant funds were used to benefit 
the City’s Zone Program. 

 
The former Acting Director and the Labor Force Manger of 
the City’s Zone said they believed that it was only a goal of 
the project to enroll 63 Zone residents.  They did not 
believe that the project was required to accomplish this 
goal.  As a result, Grant funds for the City’s Zone Program 
were not used efficiently and effectively.  

 
  The City inaccurately reported in its June 30, 2001 Annual 

Report the actual progress of the Center for Employment 
Training – Cleveland, Inc. project.  The inaccuracies related 
to outputs, a milestone, and uses of project funds. 

 
  The City reported in its 2001 Annual Report for two 

outputs that 181 Zone residents were trained and 97 Zone 
resident trainees were placed in jobs.  Documentation 
maintained by the Center for Employment Training – 
Cleveland, Inc. showed that 155 Zone residents were 
trained.  Neither the City nor the Center could provide 
supporting documentation for the number of Zone resident 
trainees placed in jobs. 

 
  The City inaccurately reported the actual progress for the 

Center for Employment Training – Cleveland, Inc. project’s 
milestone in its June 30, 2001 Annual Report.  The City 
reported the project was 50 percent complete as of June 30, 
2001 in providing skill training and job placement for 2,000 
Zone residents in the fields of welding, precision metals, 
shipping/receiving, and printing.  Documentation 
maintained by the Center for Employment Training – 
Cleveland, Inc. showed that the milestone was only eight 
percent complete as of June 2001. 

 
  The City also inaccurately reported in its 2001 Annual 

Report the amount of funds used by the Center for 

The City Inaccurately 
Reported The Project’s 
Accomplishments 
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Employment Training – Cleveland, Inc. project.  The City 
reported the project used $736,375.  Documentation 
maintained by the City showed the project used $869,974. 

 
  The City could not provide an explanation for the 

inaccurate reporting in its June 30, 2001 Annual Report.  
As a result, the City did not accurately report the 
accomplishments of their Program to HUD. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 110 and 120 to 122 contains the complete text of the 
comments for this finding.] 

 
The Office of Inspector General asserts that the City’s 
Contract effective July 1, 1997 with the Center for 
Employment Training – Cleveland, Inc. required the project 
to enroll 63 Zone residents and that the City’s 
Implementation Plan for the project relates entirely to Zone 
residents.  The City’s Contract with the Center is a cost 
based contract rather than a performance-based contract.  
The Contract does not require a fixed number of individuals 
to be trained.  The Contract does reference the number of 
individuals to be trained. 

 
The Center provided training to 32 eligible Zone residents.  
The City established a policy after it entered into the 
Contract with Center that the participants of the project had 
to complete a minimum of 10 days of training.  
Furthermore, this is a City policy in which the City could 
waive.  Therefore, the City should not be required to 
reimburse Initiative Grant funds for Zone residents who did 
not attend 10 days of training. 

 
The Office of Inspector General mistakenly assessed that 
the funding for the project did not benefit Zone residents. 

 
Two of the six Zone residents enrolled and provided training 
that the Office of Inspector General reported the Center for 
Employment Training – Cleveland, Inc. could not provide 
documentation that they were approved by the One Stop 
Career Center.  Approval by the One Stop Career Center is 
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policy established by the City.  It is not a Federal 
requirement.  Therefore, the City could waive the 
requirement and should not be required to reimburse 
Initiative Grant funds. 

 
 To the best of the City’s knowledge, it did not under report 

the amount of project funds used by the Center for 
Employment Training – Cleveland, Inc. project in its June 
2001 Annual Report. 

 
 
 

The City’s Contract effective July 1, 1997 with the Center 
for Employment Training – Cleveland, Inc. required the 
project to enroll 63 Zone residents.  We did not assert that 
the City’s Implementation Plan for the Center for 
Employment Training – Cleveland, Inc. project relates 
entirely to Zone residents. 

 
The Center requires that Zone residents to attend 10 days of 
training to be considered enrolled in the training.  The 
Center provided training to 19 eligible Zone residents. 

 
The Center inappropriately used $176,100 of Initiative 
Grant funds from the City’s Zone Program when it failed to 
enroll 37 eligible Zone residents. 

 
The City provided a One Stop Career Center Referral Form, 
Progress Notes, a Center for Employment Training – 
Cleveland, Inc. Application, and a One Stop Career Center 
Progress Report.  None of the documentation showed that 
the two Zone residents enrolled and provided training were 
approved by the One Stop Career Center.  Therefore, the 
Center lacked sufficient documentation to support that 
$33,300 of Initiative Grant funds were used to benefit the 
City’s Zone Program. 

 
The City did not provide documentation to support that it 
did not under report the amount of project funds in its June 
2001 Annual Report. 

 

OIG Evaluation Of 
Auditee Comments 



Appendix B  

2003-CH-1016 Page 84 
 

Controls Over Vocational Guidance Services’ 
Job Match Project Were Not Adequate 

 
The City did not maintain adequate controls over the Vocational Guidance Services’ Job Match 
project.  Vocational Guidance Services inappropriately used $86,398 of Economic Development 
Initiative funds that did not benefit the City’s Program and did not match $25,990 of Grant funds 
from the City’s Zone Program with in-kind contributions.  The City also inaccurately reported the 
actual progress of the project in its June 30, 2001 Annual Report.  The City lacked adequate 
documentation to support an output, a milestone, and uses of project funds.  The problems 
occurred because the City lacked effective oversight and controls to assure that Grant funds for its 
Zone Program were used appropriately and accurate information was included in the City’s June 
2001 Annual Report.  As a result, Grant funds for the City’s Zone Program were not used 
efficiently and effectively.  The City also did not provide HUD with an accurate representation of 
the project and the reported benefits of the project are greater than actually achieved. 
 
 
 

The City lacked adequate oversight of the Vocational 
Guidance Services’ Job Match project.  The City executed a 
Contract for the period July 1, 2000 through June 30, 2001 
with Vocational Guidance Services to provide job 
assessment, referral, training, job placement, and retention 
for Zone residents.  The City extended the Contract through 
August 31, 2001.   The City provided $850,936 in Initiative 
Grant funds from its Program for the project. 

 
Vocational Guidance Services inappropriately used $47,858 
of Grant funds from the City’s Zone Program for the Job 
Match project that did not benefit Zone residents.  
Documentation maintained by Vocational Guidance Services 
showed that 729 individuals enrolled in the Job Match 
project.  Of the 729 individuals enrolled, 41 were non-Zone 
residents. 

 
Vocational Guidance Services also inappropriately used 
$36,609 of Grant funds from the City’s Zone Program to 
pay indirect costs not allocable to the Job Match project.  
The following indirect costs were incorrectly allocated to 
the project by Vocational Guidance Services:  depreciation 
from its non-Zone funded affiliated entities; the exclusion 
of rents and/or direct costs from its non-Zone funded 
affiliated entities in its indirect cost allocation; and the use 

The City Lacked Adequate 
Controls Over Zone Funds 
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of an outdated indirect cost rate for the two month 
extension of the contract. 

 
Vocational Guidance Services did not match $25,990 of 
Grant funds from the City’s Zone Program with in-kind 
contributions as required.  The City’s Contract with 
Vocational Guidance Services, effective July 1, 2000, 
required it to match the Grant funds with $27,712. 

 
Furthermore, Vocational Guidance Services used $1,931 of 
Grant funds from the City’s Zone Program to pay indirect 
costs for drug testing fees already directly expensed for the 
project. 

 
The City could not provide an explanation for non-Zone 
residents being enrolled in the Job Match project, paying 
indirect costs not allocable to the project, and Vocational 
Guidance Services not matching the Grant funds from the 
City’s Zone Program.  The Controller of the City’s Zone said 
it was an oversight mistake to pay the indirect costs for drug 
testing fees already directly expensed for the project.  As a 
result, Grant funds for the City’s Zone Program were not 
used efficiently and effectively. 

 
The City inaccurately reported in its June 30, 2001 Annual 
Report the actual progress of the Vocational Guidance 
Services’ Job Match project.  The inaccuracies related to an 
output, a milestone, and uses of project funds. 

 
  The City reported in its 2001 Annual Report for an output 

that 1,827 Zone residents were placed in jobs.  
Documentation maintained by Vocational Guidance 
Services showed that 1,116 Zone residents were placed in 
jobs. 

 
  The City reported in its June 30, 2001 Annual Report that 

the milestone of work with area businesses for the 
placement of 4,000 Zone residents in jobs was 75 percent 
complete as of June 2001.  Documentation maintained by 
Vocational Guidance Services showed that the milestone 
was only 28 percent complete as of June 30, 2001. 

 
The City reported in its 2001 Annual Report the Job Match 
project used $16,128,690.  Documentation maintained by 

The City Inaccurately 
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the City as of June 30, 2001 estimated project used 
$2,728,750. 

 
The City lacked effective oversight and controls to assure 
accurate information was included in the City’s June 2001 
Annual Report.  As a result, the City did not accurately 
report the accomplishments of its Program to HUD.  The 
impression exists that the benefits of the City’s Program 
were greater than actually achieved. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 120 and 122 to 125, contains the complete text of the 
comments for this finding.] 

 
Sixteen of the 50 individuals enrolled in Vocational 
Guidance Services’ Job Match project that the Office of 
Inspector General reported as non-Zone residents were 
Zone residents.  An additional 16 individuals enrolled in 
the project were non-Zone residents residing on the Zone’s 
border.  The City believes Federal regulations and the 
City’s Initiative Grant Agreement, effective May 17, 1996, 
for the City’s Program do not restrict the use of Zone funds 
for Zone residents.  Furthermore, HUD’s approval of the 
Buffer Zone recognized the need and importance of 
extending the benefits of the Zone into the surrounding 
areas. 

 
The City does not agree that Vocational Guidance Services 
inappropriately used $36,609 of Initiative Grant funds from 
the City’s Zone Program to pay indirect costs not allocable 
to the Job Match project.  Vocational Guidance Services 
allocated depreciation across functional cost centers, but 
included all depreciation in the indirect cost pool.  
Depreciation is not included as a direct cost to the Job 
Match project.  Vocational Guidance Services credits inter-
company rents to offset certain expenses incurred and 
included the direct expenses from Sunbeam Shop in its 
1999 direct cost base.  Attachment A of Office of 
Management and Budget Circular A-122 states 
predetermined fixed rates are not subject to adjustment. 
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Vocational Guidance Services was not required to match 
$27,712 of Initiative Grant funds from the City’s Zone 
Program with in-kind contributions.  Vocational Guidance 
Services was responsible for indirect costs should the actual 
project expenses exceed the Grant funding. 

 
Vocational Guidance Services used Initiative Grant funds 
efficiently and effectively and the City has take the 
necessary steps to assure that effective oversight and 
controls are in place at all times. 
 
Vocation Guidance Services derived drug testing fees from 
services provided specifically for the project by other 
agencies.  The drug-testing fee of a minimum of $50 
included, but was not limited to, test materials, lab reports, 
verification, and a chemical dependency counselor, if 
necessary. 

 
The Office of Inspector General incorrectly asserts that the 
City’s Initiative Grant Agreement, effective May 17, 1996, 
for the City’s Program relates entirely to Zone residents.  
The Office of Inspector General relies on Attachment A, 
paragraph C(1)(a), Office of Management and Budget 
Circular A-87. 

 
 To the best of the City’s knowledge, it accurately reported 

the information for the Vocational Guidance Services’ Job 
Match project in its June 2001 Annual Report. 

 
 
 

Of the 50 individuals enrolled in the Vocational Guidance 
Services’ Job Match project that we determined to be non-
Zone residents, the City provided documentation that nine 
of the individuals were Zone residents.  Therefore, we 
reduced the amount of Initiative Grant funds from the 
City’s Zone Program that Vocational Guidance Services 
inappropriately used for the Job Match project by $10,505.  
The documentation the City provided for the remaining 
seven individuals enrolled in the project that the City 
claimed were Zone residents was not sufficient to support 
that the individuals were indeed Zone residents.  Therefore, 
Vocational Guidance Services inappropriately used $47,858 
of Initiative Grant funds from the City’s Zone Program for its 
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Job Match project that did not benefit Zone residents.  
Documentation maintained by Vocational Guidance Services 
showed that 729 individuals were enrolled in the Job Match 
project.  Of the 729 individuals, 41 were non-Zone residents. 

 
The City executed a Contract for the period July 1, 2000 
through June 30, 2001 with Vocational Guidance Services 
to provide job assessment, referral, training, job placement, 
and retention for Zone residents. 

 
HUD only granted the City to extend approved economic 
development lending activities eligible under 24 CFR Part 
570.703(I)(1) to the Buffer Zone. 

 
The City lacked sufficient documentation to support its 
assertions regarding Vocational Guidance Services use of 
Initiative Grant funds from the City’s Zone Program to pay 
for indirect costs not allocable to the Job Match project.  
Therefore, Vocational Guidance Services failed to meet 
Office of Management and Budget A-87, Attachment A, 
paragraph C(3)(a), when it used $36,609 of Initiative Grant 
funds from the City’s Zone Program to pay indirect costs 
not allocable to the Job Match project.  The following 
indirect costs were incorrectly allocated to the project by 
Vocational Guidance Services:  depreciation from its non-
Initiative Grant funded affiliated entities; the exclusion of 
rents and/or direct costs from its non-Initiative Grant 
funded affiliated entities in its indirect cost allocation; and 
the use of an outdated indirect cost rate for the two month 
extension of the contract. 

 
Vocational Guidance Services did not match $25,990 of 
Initiative Grant funds from the City’s Zone Program with 
in-kind contributions as required.  Vocational Guidance 
Services contract for the project required it to match the 
Grant funds with $27,712. 

 
The City did not provide supporting documentation for the 
drug testing fees.  Therefore, Vocational Guidance Services 
used $1,931 of Initiative Grant funds from the City’s Zone 
Program to pay indirect costs for drug testing fees already 
directly expensed for the project. 

 
The City did not provide documentation to support that it 
accurately reported the information for the Vocational 
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Guidance Services’ Job Match project in its June 2001 
Annual Report. 
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Controls Over IMR Global – Orion Consulting, 
Inc. And The Reserve Network Bank Teller Job 

Training Project Were Not Adequate 
 
The City did not maintain adequate controls over the IMR Global – Orion Consulting, Inc. and The 
Reserve Network Bank Teller Job Training project.  Orion Consulting, Inc., the administering entity 
for the project, used $25,095 of Initiative Grant funds to pay expenses that did not benefit the City’s 
Program.  The City also inaccurately reported the actual progress of the project in its June 30, 2001 
Annual Report.  The inaccuracies related to outputs, milestones, and sources and uses of project 
funds.  The problems occurred because the City lacked effective oversight and controls to assure 
that Grant funds for its Zone Program were used appropriately and accurate information was 
included in the City’s June 2001 Annual Report.  As a result, Grant funds for the City’s Zone 
Program were not used efficiently and effectively.  The City also did not provide HUD with an 
accurate representation of the project. 
 
 
 
  The City lacked adequate oversight of the IMR Global – 

Orion Consulting, Inc. and The Reserve Network Bank 
Teller Job Training project.  The City executed a Contract 
effective May 1, 1998 with Orion Consulting, Inc. and The 
Reserve Network for $90,790 to provide bank teller job 
training to 45 Zone residents determined eligible by the One 
Stop Career Center.  The City provided $85,652 in Initiative 
Grant funds from its Program for the project.  The City did 
not provide the project the remaining $5,138 of Grant funds. 

 
Orion Consulting, Inc., the administering entity of the IMR 
Global – Orion Consulting, Inc. and The Reserve Network 
Bank Teller Job Training project, used Grant funds that did 
not benefit the City’s Zone Program.  Orion provided 
documentation that there were 41 participants in the Bank 
Teller Job Training project.  Only 30 of the 41 participants 
were Zone residents determined eligible by the One Stop 
Career Center.  The remaining 11 participants consisted of: 
six non-Zone residents; four Zone residents approved by the 
Center who signed up for but did not attend the training; and 
one Zone resident not approved by the Center.  Orion also 
failed to provide training to an additional four Zone 
residents.  Therefore, Orion failed to provide bank teller job 
training to 15 (33.3 percent) Zone residents determined to be 
eligible by the One Stop Career Center and also 
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inappropriately used $25,095 ($90,790 times 33.3 percent 
minus $5,138) of Grant funds that did not benefit the City’s 
Zone Program. 

 
The City could not provide an explanation as to why it paid 
Orion Consulting, Inc. for project expenses when eligible 
Zone residents were not being trained.  As a result, Grant 
funds for the City’s Zone Program were not used efficiently 
and effectively. 

 
The City incorrectly reported in its June 30, 2001 Annual 
Report the actual progress of the IMR Global – Orion 
Consulting, Inc. and The Reserve Network Bank Teller Job 
Training project.  The City reported the accomplishments for 
the project under the One Stop Career Center 
Implementation Plan.  The Plan included the 
accomplishments of labor force development projects.  The 
City lacked adequate documentation to support the outputs, 
milestones, and sources and uses of project funds from non-
Zone Grants reported under the One Stop Career Center. 

 
The former Director of the City’s Zone said HUD directed 
them to report the labor force development projects in one 
Implementation Plan.  The former Director could not 
provide documentation to support this statement.  A 
Community Planning and Development Specialist in 
HUD’s Renewal Communities/Empowerment 
Zones/Enterprise Communities Initiative said a Zone is to 
report each project in its own Implementation Plan.  
Furthermore, page 2 of the Empowerment Zone and 
Enterprise Community Initiative Performance Measurement 
System guidance issued in April 2001 states Zones are 
required to create an Implementation Plan for each project 
undertaken. 

 
The City could not provide supporting documentation for 
the accomplishments reported under the One Stop Career 
Center Implementation Plan in its June 30, 2001 Annual 
Report.  As a result, the City did not accurately report the 
accomplishments of their Program to HUD. 
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 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 110, 125, and 126, contains the complete text of the 
comments for this finding.] 

 
The City required the IMR Global – Orion Consulting, Inc. 
and The Reserve Network Bank Teller Job Training project 
to provide training to individuals determined to be eligible by 
the One Stop Career Center.  This was not a Federal 
requirement.  Therefore, the City could waive the 
requirement and should not be required to reimburse 
Initiative Grant funds. 

 
One of the six participants in the Bank Teller Job Training 
project that the Office of Inspector General reported as non-
Zone residents was a Zone resident.  An additional four 
participants in the project were non-Zone residents residing 
on the Zone’s border. 

 
 
 

We did not assert that the City’s Initiative Grant 
Agreement, effective May 17, 1996, for the City’s Program 
relates entirely to Zone residents.  We also did not rely on 
Attachment A, paragraph C(1)(a), Office of Management 
and Budget Circular A-87, with respect to the IMR Global 
– Orion Consulting, Inc. and The Reserve Network Bank 
Teller Job Training project. 

 
The City executed a Contract effective May 1, 1998 with 
Orion Consulting, Inc. and The Reserve Network to provide 
bank teller job training to 45 Zone residents determined to 
be eligible by the One Stop Career Center. 

 
We adjusted our report by reducing the number of Zone 
residents determined to be eligible by the One Stop Career 
Center that Orion failed to provide bank teller job training 
to by one and the amount of Initiative Grant funds that did 
not benefit the City’s Zone Program by $2,088. 

 
Orion Consulting, Inc. used Initiative Grant funds from the 
City’s Zone Program that did not benefit the City’s Zone 
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Program.  Orion provided documentation that there were 41 
participants in the Bank Teller Job Training project.  Only 30 
of the 41 participants were Zone residents determined to be 
eligible by the One Stop Career Center.  The remaining 11 
participants consisted of the following: six non-Zone 
residents; four Zone residents approved by the Center who 
signed up for but did not attend the training; and one Zone 
resident not approved by the Center.  Orion also failed to 
provide training to an additional four Zone residents.  
Therefore, Orion failed to provide bank teller job training to 
15 (33.3 percent) Zone residents determined eligible by the 
One Stop Career Center and also inappropriately used 
$25,095 ($90,790 times 33.3 percent minus $5,138) of 
Initiative Grant funds that did not benefit the City’s Zone 
Program. 
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Controls Over Hough Area Partners In Progress 
Operating Project Were Not Adequate 

 
The City did not maintain adequate controls over the Hough Area Partners In Progress Operating 
project.  The City lacked documentation to support $1,852 of Initiative Grant funds paid for 
expenses that benefited the City’s Program.  The City also inaccurately reported the actual 
progress of the project in its June 30, 2001 Annual Report.  The inaccuracies related to outputs, 
milestones, and sources of project funds from non-Zone grants.  The problems occurred because 
the City lacked effective oversight and controls to assure that Grant funds for its Zone Program 
were used appropriately and accurate information was included in the City’s June 2001 Annual 
Report.  As a result, Grant funds for the City’s Zone Program were not used efficiently and 
effectively.  The City also did not provide HUD with an accurate representation of the project. 
 
 
 

The City lacked adequate oversight of the Hough Area 
Partners In Progress Operating project.  The City executed a 
Contract effective September 1, 1996 with Hough Area 
Partners In Progress to provide activities for job retention, 
job creation, planning for Zone residents, commercial and 
community development technical assistance and planning.  
The City provided $1,007,224 in Initiative Grant funds 
from its Program for the project. 

 
The City lacked documentation to support Hough Area 
Partners In Progress used $1,852 of Grant funds from the 
City’s Zone Program to pay expenses of the Operating 
project.  Hough Area Partners In Progress is no longer in 
operation.  Therefore, we were unable to review 
documentation maintained by Hough Area Partners In 
Progress. 

 
The City could not provide an explanation for the missing 
documentation.  As a result, the City lacks assurance that 
Grant funds for its Zone Program were used efficiently and 
effectively. 

 
The City incorrectly reported in its June 30, 2001 Annual 
Report the actual progress of the Hough Area Partners In 
Progress Operating project.  The City reported the 
accomplishments for the project under the Zone Community 
Based Development Organizations Implementation Plan.  
The Plan included the accomplishments for all of the City’s 
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Zone Community Based Development Organization projects.  
The City did not have adequate documentation to support the 
outputs, milestones, and sources of project funds from non-
Zone grants reported under the Zone Community Based 
Development Organizations Implementation Plan. 

 
The former Director of the City’s Zone said HUD directed 
them to report the Zone Community Based Development 
Organization projects in one Implementation Plan.  The 
former Director could not provide documentation to support 
this statement.  A Community Planning and Development 
Specialist in HUD’s Renewal Communities/Empowerment 
Zones/Enterprise Communities Initiative said a Zone is to 
report each project in its own Implementation Plan.  
Furthermore, page 2 of the Empowerment Zone and 
Enterprise Community Initiative Performance Measurement 
System guidance issued in April 2001 states Zones are 
required to create an Implementation Plan for each project 
undertaken. 

 
The City could not provide supporting documentation for the 
accomplishments reported under the Zone Community Based 
Development Organizations Implementation Plan in its June 
30, 2001 Annual Report.  As a result, the City did not 
accurately report the accomplishments of their Program to 
HUD. 

 
 
 
 [Excerpts paraphrased from the comments provided by the 

Director of the City’s Department of Economic 
Development on our draft audit report follow.  Appendix C, 
pages 110, 134, and 135, contains the complete text of the 
comments for this finding.] 

 
The City provided $610,506 for the City’s Contract 
effective September 1, 1996 with the Hough Area Partners 
In Progress.  The $610,506 included $585,506 of Initiative 
Grant funds and $25,000 of Health and Human Services 
Title XX Grant funds.  The City provided documentation 
supporting $583,654 of the expenses from Initiative Grant 
funds. 
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The City’s supporting documentation that $25,000 of the 
$610,506 provided for the Hough Area Partners In Progress 
Operating project was from Health and Human Services 
Title XX Grant funds.  Therefore, we adjusted our report by 
reducing the amount of Initiative Grant funds from the 
City’s Program provided for the project by $25,000.  We 
also adjusted our report by reducing the amount of Grant 
funds the City lacked documentation support for by 
$25,000.  The City lacked documentation to support Hough 
Area Partners In Progress used $1,852 of Initiative Grant 
funds from the City’s Program to pay expenses of the 
Operating project.  Hough Area Partners In Progress is no 
longer in operation.  Therefore, we were unable to review 
documentation maintained by Hough Area Partners In 
Progress. 
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